Changes in the McFadden Bill 


By THOMAS B. PATON 


General Counsel, American Bankers Association 


New Provisions Written Into the Measure by the Senate 
Committee on Banking and Currency. Summary of the Branch 
One Will, if Adopted Recharter, “Until 
Dissolved by Act of Congress,” the Federal Reserve Banks. 


Bank Changes. 


HE Senate Committee on Banking 

and Currency on March 12 reported 

H.R. 2 to the Senate. As passed 

by the House, the branch bank 
features of the bill were in accord with the 
American Bankers Association resolution 
adopted at the Chicago Convention. As re- 
ported to the Senate these features have 
been remodeled and while the main purpose 
is retained of checking the further growth 
of state-wide branch banking in the Fed- 
eral Reserve System and limiting branch 
banking to cities (extended, however, to 
metropolitan areas) the Hull amendments 
contained in the House bill which would 
prohibit future branches in states which 
do not now but hereafter may permit branch 
banking are discarded. 


Branches of National Banks 


a: the bill as reported to the 
Senate provides the following conditions 
upon which national banks may retain or 
establish and operate 2 branch or branches: 

1. A national bank may keep any 
branches it now has. There is nothing con- 
trary to this in the House bill. 

2. Where a state bank converts into or 
consolidates with a national bank, the lat- 
ter may retain the branches of the state 
bank operated at the time of approval of 
the act. The House bill allows the reten- 
tion of city but not of state-wide branches. 

3. A national bank may hereafter es- 
tablish and operate city branches if “at the 
time” permitted to state banks by state law. 
The House bill restricts such permission to 
states which at the time of approval of the 
act permit state banks to have branches but 
withdraws the permission in any state which 
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SERVE system has 
demonstrated its usefulness 
to the country and has been 
recognized throughout the 
world as the best banking 
system ever brought into 
existence.” In these words, 
the Senate Committee on 
Banking and_ Currency 
characterised the present 
American banking system 
in connection with its 
unanimous recommendation 
that the revised McFadden 
bill be passed to “put new 
life into the national bank- 
ing system.” One of its 
amendments provides for 
the indeterminate existence 
of the Federal Reserve 
Bank charters. 


should hereafter deny the right to state 
banks. 

4. If a national bank has one or more 
city branches in a state which prohibits 
branches, any other national bank in the 
city can have the same number of 
branches. The House bill would not permit 
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this. This provision has created much ad- 
verse criticism. Its insertion we have been ad- 
vised, was to regulate a situation in Seattle 
and Milwaukee where certain national banks 
acquired branches under existing law at a 
time when the state laws permitted branch 
banking. After repeal of these laws, the 
national banks were permitted to retain the 
branches they had acquired legally and the 
purpose of the provision was to equalize 
opportunity for all national banks in those 
cities. But a protesting wire on behalf of 
state banks in Milwaukee states that the 
practical effect in that city would be that 
some twenty odd _ state banks without 
branches could have none excepting three 
whose branches existed before the law was 
changed in Wisconsin and the eight na- 
tional banks would be privileged to have a 
total of sixteen branches. In addition there 
are certain national banks in Minneapolis 
which established branches or additional of- 
fices at a time when the state law was 
silent on the subject of branch banking, 
following which the state law prohibited 
branch banking. We have been advised 
that it is not the purpose of the amendment 
to legalize these branches or permit other 
national banks in that city to have these 
branches; but it is claimed that such would 
be the effect. On March 17 the following 
resolution was adopted at a special meeting 
of the Council of Administration of the 
Minnesota Bankers Association: “Resolved 
that the Executive Council of the Minne- 
sota Bankers Association hereby reaffirms 
previous resolutions and actions of the As- 
sociation in Convention assembled opposing 
branch banking in every form in the state 
of Minnesota and does now advocate the 
passage of the McFadden Bill with the 
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Hull amendments. We oppose any amend- 
ments thereto authorizing any form of 
branch banks or validating any branches or 
additional offices now existing in Min- 
nesota.” 

5. The bill as reported accords with the 
House bill in disallowing any branch to a 
national bank in a place of less than 25,000, 
not more than one where the population 
does not exceed 50,000 and not more than 
two where the population does not exceed 
100,000. The Senate bill adds a provision 
that where the population is over 100,000, 
the determination of the number rests with 
the Comptroller of the Currency. 

6. Where the law allows a national bank 
to establish a city branch or branches, the 
Comptroller of the Currency is given dis- 
cretion to authorize the establishment of a 
branch or branches beyond strict city 
boundaries but only within the same ‘“met- 
ropolitan area.” The corporate limits of 
this area must at some point coincide with 
the corporate limits of the city. The Comp- 
troller can only exercise his discretion when 
he shall determine after public hearing that 
the banking needs of the inhabitants of the 
contiguous and urban territory require the 
branch and in no case can a branch be 
authorized if, under the state law, a state 
bank cannot have a branch in that part of 
the state. These permissive provisions are 
not in the House bill. 

7. No branch of a national bank can be 
established or removed from one location 
to another without the consent and approval 
of the Comptroller of the Currency. This 
specific provision is not in the House bill 
which, however, subjects branches of na- 
tional banks to the general supervising 
powers of the Comptroller of the Currency 
and their operation under such regulations 
as he may prescribe. ° 


State Bank Members and 
Prospective Members 


HE bill as reported to the Senate per- 
mits state banks operating branches in 
accordance with state law at the date of 
approval of the act to retain and operate 
the same while remaining or becoming a 
stockholder of the Federal Reserve bank; 
but a state bank cannot retain or acquire 
stock in a Federal Reserve bank except upon 
relinquishment of any branch or branches 
established after date of approval of the 
act, beyond the city limits; furthermore the 
Federal Reserve Board has the power to 
define the limits of any such “municipal 
unit” in such a way as to include only the 
territory of a city, town, or village, the cor- 
porate limits of which at some point coin- 
cide with the corporate limits of the city 
or town in which the parent bank is lo- 
cated. 
The above accords with the bill which 
passed the House except under that bill 
(1) a member bank joining the system, 
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while retaining its city, would have to give 
up its state-wide branches, even though ac- 
quired before approval of the act and (2) 
there is no similar provision allowing the 
Federal Reserve Board to define “municipal 
unit.” 


Summary of Branch Bank 
Changes 


T will thus be seen that while the bill 

as reported to the Senate retains the 
provisions of the House bill which prohibit 
the establishment of state-wide branches 
after the approval of the act, a state bank 
which hereafter converts into or consoli- 
dates with a national bank may retain the 
state-wide branches it had in operation at 
the time of approval of the act—something 
not permitted by the House bill—and the 
city branch provisions are liberalized so 
that instead of a national bank being re- 
stricted to city branches in states which at 
the time of the approval of the act permit 
branches, the right to establish new city 
branches ceasing upon withdrawal of per- 
mission by the state banks, a national bank 
in any present non-branch bank state which 
hereafter allows branch banking would be 
permitted to have city branches; further- 
more, in certain cities in non-branch bank 
states where one or more national banks 
now have city branches, all the other na- 
tional banks would have equal privileges; 
and the city branch provisions are further 
liberalized to include the “metropolitan area” 
in which national banks and the “municipal 
units” in which state bank members are lo- 
cated. 

The American Bankers Association Com- 
mittee on Federal Legislation is bound by 
the mandate of the Chicago Convention to 
urge the branch bank provisions of the bill 
as passed by the House. The bill is now 
before the Senate and will come to a vote 
in due course. Our members should com- 
municate with their Senators and. urge the 
retention of the branch bank provisions as 
contained in the House bill. 

Aside from the above, the bill, so far as 
it covers the subjects contained in the House 
bill, is most desirable and should be enacted. 
It gives needed relief to our national bank 
members and is otherwise in accord with 
the Chicago resolution. 


Other Amendments 


ie the bill as reported to the Senate, the 
House bill is amended in the following 
further particulars: 


Capital of National Banks in 
Outlying Districts 
The provision of the House bill allowing 
national banks to organize with $100,000 
capital in outlying districts of large cities 
has been amended by qualifying said per- 
mission “where the state laws permit the 
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organization of state banks with a capital 
of $100,000 or less.” 


Interlocking Directorates 


A new provision amends the last proviso 
of Section 8 of the Clayton Interlocking Di- 
rectorate Act, so as to read as follows: 

“and provided, further, That nothing in 
this Act shall prohibit any private banker from 
being an officer, director, or employee of not 
more than two banks, banking associations, or 
trust companies, or prohibit any officer, director, 
or employee of any bank, banking association, or 
trust company, or any class A director of a 
Federal Reserve bank, from being an officer, 
director, or employee of not more than two 
other banks, banking associations, or trust com- 
panies, whether organized under the laws of the 
United States or any state, if in any such case 
there is in force a permit therefor issued by the 
Federal Reserve Board; and the Federal Reserve 
Board is authorized to issue such permit if in 
its judgment it is not incompatible with the pub- 
lic interest, and to revoke any such permit when- 
ever it finds, after reasonable notice and op- 
portunity to be heard, that the public interest 
requires its revocation.” 


Shares Less Than $100 


A new provision amends Section 5139 
U. S. Rev. Statutes which provides that 
the capital of a national bank shall be di- 
vided into shares of $100 each by inserting 
“or into shares of such less amount as may 
be provided in the Articles of Association.” 


Qualification of Directors 


Section 5146 U. S. Rev. Statutes re- 
quires every director to own in his own 
right at least ten shares unless the capital 
does not exceed $25,000 in which case he 
must own in his own right at least five 
shares. In view of the permission to issue 
shares of less than $100, this provision is 
rewritten to read as follows: 

“Every director must own in his own right 
shares of the capital stock of the association of 
which he is a director, the aggregate par value 
of which shall not be less than $1,000, unless 
the capital of the bank shall not exceed $25,000 
in which case he must own in his own right 


shares of such capital stock the aggregate value 
of which shall not be less than $500.” 


Rechartering of Federal Reserve Banks 


The second sub-division of the fourth par- 
agraph of Section 4 of the Federal Re- 
serve Act defining the powers of Federal 
Reserve banks provides: “Second. To have 
succession for a period of twenty years 
from its organization unless it is sooner 
dissolved by an Act of Congress, or unless 
its franchise becomes forfeited by some 
violation of law.” The bill as reported 
to the Senate provides that the second sub- 
division be amended to read as follows: 

“Second. To have succession after the ap- 
proval of this Act until dissolved by Act of 
Congress or until forfeiture of franchise for 
violation of law.” 

It will be recalled that the resolution 
adopted by the American Bankers Asso- 
ciation at the Atlantic City Convention 
urged the recharter of Federal Reserve 
banks as an independent proposition without 
being confused by involving it with other 
amendments of the Federal Reserve Act. 
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The Reserve Banks and the New 
York Money Market 


By W. RANDOLPH BURGESS 


Assistant Federal Reserve Agent, Federal Reserve Bank of New York. 


Importance of the Market Does Not Lie in Its Size But Rather 
in the Liquidity of the Market and Its Ability to Furnish Cash 


on Short Notice. 


The Marginal Supply and the Marginal 


Demand Which Are First to Show Any Changes In Conditions. 


HE New York money market is 

the national market for surplus 

funds. As the leading money mar- 

ket of the country, it is a center 
toward which the idle money of all sec- 
tions gravitates to find employment, pend- 
ing the time when it is needed. Banks and 
large business concerns all over the coun- 
try which have funds temporarily idle be- 
cause of seasonal variations in the demand 
for funds or for other reasons, send these 
funds to the New York money market. The 
funds are there kept on deposit with banks ; 
invested in short term securities such as 
bills, treasury certificates, or other short 
obligations; or are lent in the stock ex- 
change money market for a definite period 
as time money or on a day to day basis as 
call money. 

The distinctive feature of this use of 
funds is that the funds are available when 
they are needed, either at a specified time, 
or, in the case of call money or money in- 
vested in bills or treasury certificates, on 
a day’s notice at any time. Call loans can 
be called and bills and treasury certificates 
can be sold whenever the funds are needed. 
The money in the money market may thus 
be thought of not simply as surplus funds, 
but as the secondary reserves of banks and 
business all over the country. 

In these days of keen competition and 
narrow margins of profit, banks and _ busi- 
ness concerns find it necessary to keep their 
funds fully employed. Ten million dollars 
lying idle for a single day costs as much 
as a year’s work of a clerk; and the dif- 
ference between profit and loss may be 
found in keeping all available funds em- 
ployed. The money market provides a 
place where funds may be put to work for 
a week or even a day and still be available 
to meet the foreseen or the unforeseen need 
of the lending bank or corporation. 

The importance of the money market 
does not lie in its size, because the total 
amount of funds in the market is small in 
comparison with the total banking funds 
of the country. The importance lies rather 
in the liquidity of the market, in its capacity 
for furnishing cash at a few hours’ no- 
tice. What a bank balance is to the in- 
dividual the money market is to the coun- 
try’s credit system. Both represent ready 
cash available for immediate needs. 

Since the New York money market em- 
ploys funds from all parts of the coun- 
try, it reflects changes in the need for funds 


importance of the 

New York money 
market does not lie in its 
size, because the total 
amount of funds in_ the 
market is small in com- 
parison with the total bank- 
ing funds of the country. 
The importance lies rather 
in the liquidity of the mar- 
ket, in its capacity for fur- 
nishing cash at a few hours’ 
notice. What a bank bal- 
ance is to the individual, 
the money market it to the 
country’s credit system. 
Both represent ready cash 
available for 
needs.” 


from any quarter. Increases in the use of 
funds for business and trade draw funds 
from the New York market and decreases 
in such use pour funds into the New York 
market. When the wheat crop is being 
harvested; when Christmas shopping creates 
a need for more currency; or when factory 
payrolls increase, funds are drawn from 
New York. But when winter dullness set- 
tles over the farms; when Christmas cur- 
rency returns to the banks; or when the 
factories begin to reduce payrolls, then 
funds flow back to New York. In recent 
years the New York market has reflected 
not only the changing financial needs of 
agriculture and business in this country, but 
has reflected foreign conditions as well be- 
cause considerable amounts of foreign funds 
have found employment here. 

One result of the wide distribution of 
ownership of funds in the New York 
money market is that they are in constant 
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movement, for there is almost never a time 
when some need for funds is not arising 
from one quarter or another. The rapidity 
of movement of funds in the money market 
may be seen in the statistics for the ve- 
locity or rate of turnover of bank de- 
posits. These figures show that bank de- 
posits in New York City have a rate of 
turnover of about seventy-five to eighty 
times a year, whereas the rate of turnover 
in other large cities is only thirty to forty- 
five times a year, or about half as great. 
Fluctuations in money rates from day to 
day and from week to week reflect this 
rapid movement of funds. 


Small movements of funds sometimes 
have large effects in the market. A trans- 
fer of as little as $25,000,000 from New 
York may cause an increase of 1 per cent 
in the call loan rate. For the money mar- 
ket is a point at which adjustments take 
place between the country’s supply of and 
demand for funds. A transfer of $25,000,- 
000 from New York may be the indication 
that the country’s supply of funds is short 
of the demand at the rates which have been 
prevailing. In the New York market. we 
are dealing with what economists call the 
marginal supply and the marginal demand, 
which are the first to show any changes in 
conditions. 


Place of the New York Banks 


N financial panics in this country it has 

been in the New York money market that 
the first signs have appeared, just as in 
England it has been in London that financial 
crises have centered. Year in and year out 
the great bulk of all ordinary financial 
operations throughout the country is car- 
ried on smoothly and quietly, with the 
supply of funds taking care of the demand 
without question. Trouble only comes with 
the extra demand, or the extra supply, and 
the money market is the place where extra 
supply and extra demand make their first 
appearance. The country’s financial stability 
depends not a little on the capacity of the 
money market for making a smooth adjust- 
ment to the new condition when extra sup- 
ply or extra demand begin to appear. If 
at any time it becomes impossible for out- 
of-town lenders to convert instantly into 
cash ‘the funds they have placed in the 
New York market, the result is apt to be 


a money panic. 
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Diagram 1—Before the Reserve System the time money rate was closely related to 
the surplus or deficit of reserves of New York City Banks 


HE New York banks have several 

kinds of relationships with the money 
market. In the first place, these banks 
are large investors in the money market. 
They keep amounts ranging from half a 
billion to a billion dollars in the stock ex- 
change money market. They keep substan- 
tial but smaller amounts employed in bills, 
treasury certificates and notes, and com- 
mercial paper. 

In the second place, the New York banks 
act as agents for out-of-town banks, cor- 
porations, and individuals who employ funds 
in the money market. When the Tenth 
National Bank of Muncie, Ind., wants to 
buy commercial paper or put funds out on 
call, it usually transfers the funds to its 
New York correspondent. The amounts of 
out-of-town funds placed in the market in 
this way are frequently larger than the 
amounts placed for the account of the New 
York banks themselves. For example, the 
figures reported by New York City member 
banks on February 24 show that their loans 
to brokers and dealers for their own account 
were $1,149,000,000, whereas their loans of 
this character for the account of out-of-town 
banks were $1,343,000,000. Moreover, the 
New York City banks had on deposit from 
other banks about $1,000,000,000. 

In the third place, the New York City 
banks are bankers for the money market. 
The market keeps its funds on deposit with 
them. When a dealer secures funds he de- 
posits them in one of these banks. When 
he makes a payment he does it with a check 
on one of them. The deposits of New York 
banks thus constantly reflect money market 
operations. 

Any extra demand for or supply of funds 


is thus registered in one way or another in: 


the condition of the New York banks and in 
the last analysis the elasticity of the market 
depends on the reserves of these banks. 


Suppose the wheat crop is unusually large 
and in order to pay off extra harvesting help 
the banks of the West call $25,000,000 of 
call loans in New York. The procedure 
would be about as follows: When brokers 
Smith & Jones, or Peters & Hall, or Brown 
& Robinson, who were borrowing this call 
money for the use of their customers, get 
notices calling their loans they probably bor- 
row the amount from New York City banks 
and pay off their called loans with checks 
on New York banks. As the checks are 
collected the reserves of these banks are 
correspondingly reduced. Or suppose the 
banks in the West, instead of calling loans, 
sold securities in New York. They would 
probably be paid by checks drawn on New 
York City banks, with the same consequence 
in reducing the reserves of those banks. No 
matter what form an outside withdrawal of 
funds from the market takes, it usually re- 
sults promptly in a reduction of the reserves 
of New York City banks. If this process 
continues it tends to result in higher money 
rates and a gradual liquidation of money 
market loans, and frequently a_ reduction 
in security prices. These changes event- 
ually reduce both the deposits and the re- 
serve requirements of New York City banks. 
But the immediate result is to reduce only 
the actual reserves of these banks. They 
bear the brunt of shifts of funds to and 
from the market. 


Elasticity Before 1914 


N the days before the Federal Reserve 

System the surplus reserves of New York 
banks were the best measure of the coun- 
try’s ability to deal with any financial emer- 
gency, because they showed the extent to 
which the money market could be drawn 
upon to meet needs for funds in any part 
of the country. There were other possible 
means of meeting serious crises, such as 
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Treasury deposits of gold in the banks, o- 
the issuing of Clearing House certificates 
but the reserves of New York banks, and‘ 
to a lesser extent of banks in other citie 
were the first line of defense. When thes: 
reserves were reduced to the legal minimum 
and there were no longer any surplus re 
serves, then the credit situation becam 
strained. There was still plenty of mone) 
in the banks, but it could not be used be 
cause the law prescribed a legal minimum 
below which reserves should not go. There 
was no machinery by which these reserves 
could be used with safety. 

The close dependence of money conditions 
on bank reserves is illustrated by the ac 
companying diagram, in which one lin 
shows the average monthly surplus or de 
ficit of reserves of New York City banks, 
and the other line shows the average month- 
ly rate for time money. When there were 
large surplus reserves money rates were 
low; when reserves were low money rates 
were high. 

One impressive ‘feature of the diagram 
is the narrowness of the margin of reserves. 
For many months average surplus reserves 
were under $10,000,000. In November, 1907, 
an average deficit of $50,000,00@ in reserves 
was accompanied by soaring money rates 
and by temporary suspension of specie pay- 
ments in many parts of the country. 

Under these conditions one of the most 
valuable indicators of the country’s credit 
condition was the Saturday report of the 
New York Clearing House banks, which 
showed their surplus reserves. These sur- 
plus reserves were the principal basis for 
any elasticity which the country’s banking 
system possessed. 


Elasticity Today 


HE fundamental change which the Fed- 

eral Reserve System has made in this 
situation is to make it possible to use bank 
reserves more fully. The principle is that 
when bank reserves are pooled imstead of 
being scattered among many banks, and 
their use is safeguarded by careful restric- 
tions, then the reserves may be put to work 
in busy seasons and emergencies. The old 
arrangement locked up bank reserves when 
a certain arbitrary legal limit had been 
reached. The new plan removes this ar- 
bitrary restriction and _ substitutes other 
more reasonable safeguards against the too 
free use of reserve funds. 

The method is in general that bank re- 
serves are pooled in the Reserve Banks and 
these reserves are put to work when mem- 
ber banks borrow from the Reserve Banks 
or when member banks or others sell bills 
and government securities to the Reserve 
Banks. 

One effect of the establishment of the 
Federal Reserve System has been to divert 
from the New York market some of the 
adjustments of marginal funds. Member 
banks in all parts of the country may now 
meet extra demands for funds by borrowing 
at their local Reserve Banks and use extra 
supplies of funds to pay off any such bor- 
rowings. Moreover, with the support of the 
Reserve Banks local money markets of in- 
creasing importance are developing in cer- 
tain of the Federal Reserve cities. 

While these changes have diverted many 

(Continued on page 722) 
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The Big Money Makers of America 


By REUBEN A. LEWIS, JR. 


The Telephone, Oil Can and Flivver Race for Championship. 
There Were 94 Corporations That Made Ten Million Dollars 
Or More During 1925. The Big Five Netted From 5.16 to 23.60 
Per Cent on Invested Capital. Story of the Financial Aristocracy. 


HE telephone, the oil can, the steel 

ingot and the flivver, symbols of 

the four great American enterprises, 

are engaging in a swift moving race 
to be the champion money maker of the 
country. 

So far the comparatively simple, but 
highly useful invention of Alexander Bell, 
which recently observed its fiftieth anniver- 
sary, is in the lead of those that published 
their net yields, for during the past year 
the far-flung American Telephone & Tele- 
graph Company recorded net earnings of 
more than $107,000,000. It only slightly out- 
distanced General Motors, with its $106,- 
000,000. 

The Ford Motor Company does not open- 
ly state what its net earnings are. How- 
ever, it is required to file a financial state- 
ment in Massachusetts and this indicates in 
a measure what its profits are. The Ford 
Company is calculated to have made from 
$100,000,000 to $115,000,000 during 1925. It 
added $79,890,396 to its surplus and wrote 
off good will of $20,517,985. Whatever divi- 
dends were distributed should be added to 
this sum and Wall Street assumed that they 
would be as much as for 1924—$14,670,000. 

The United States Steel Corporation will 
not be far behind with $90,000,000. The 
Standard of New Jersey is a real contender. 
It made $80,000,000 in 1924 and, if it has 
fared as well as some of the other leading 
oil companies did last year, it may go be- 
yond the hundred million dollar mark. At 
any event, it will be one of the big five 
among the leading money makers of the 
United States. 

The five combined made more money last 
year than all of the Federal mints coined. 


Banks Out of Running 


T might be fancied that the nation’s lar- 
gest financial institutions would be num- 

bered among the big profit makers. As a 
matter of simple confession they will be 
found far behind the leaders—not even in 
the more select circles. For banking and 
money lending do not rank with the manu- 
facture of steel, the marketing of gasoline 
and with providing a means of ready com- 
munication as a lucrative business service. 
Not more than two banks equalled the net 
earnings last year of a well-known manu- 
facturer of safety razors! 

The government, in reporting in its color- 
less, impersonal way the shifting turn of 
fortune as reflected in the income tax pay- 
ments of individuals and corporations, has 
created a sort of financial aristocracy, com- 
posed of that select number of individuals, 


F VE American corpora- 
tions last year made more 
money than the three Fed- 
eral mints coined. The 
United States’ amazing 
prosperity is reflected im 
the earnings of tts out- 
standing enterprises. There 
were more than 90 corpora- 
tions that piled up earnings 
in excess of $10,000,000. 
Only two banks in the coun- 
try managed to win places 
in this glittering circle of 
big money makers and they 
were far from the front. 
Inspection of the relative 
rank of these huge earners 
probably will jolt popular 
ideas of which companies 
reap the largest profits. 
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who amass more than a million dollars in a 
single year, and the larger number of cor- 
porations that report earnings in excess 
of five million dollars. For 1923—the last 
year for which returns are available—this 
glittering circle was composed of seventy- 
four individuals and 164 corporations. 

While the Treasury shows that there were 
four immensely rich men who enjoyed in- 
comes of more than $5,000,000 each for 
that year and a like number was indicated 
when the glare of publicity was thrown upon 
the tax payments on 1924 incomes of John 
D. Rockefeller, Jr., Henry Ford, Edsel Ford 
and Andrew W. Mellon, it draws the line 
at these limits among the corporations fear- 
ful lest the figures will reveal the identity 
of the fortunate ventures. But what the 
government seeks to hide in columns of 
statistics, the balance sheets, when care- 
fully examined reveal. And, while all of 
these big money earners have not yet made 
public their statements for 1925, there is 
ample evidence that there were more cor- 
porations that showed net profits in excess 
of this figure than they did even in the pip- 
ing times of 1918—when 180 corporations 
piled up profits of more than $5,000,000 each 
aggregating $2,500,000,000. 
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But this is to be a story of the financial 
headliners—the outstanding corporate net 
earners of the United States; those that 
are in the $10,000,000-or-better class. There 
has never been a time when there were so 
many. 


The Financial Headliners 


since 1921—that year mem- 
orable for red ink—the select ranks have 
grown larger. That year there were thirty-two 
corporations that cleared the barrier. (In- 
cidentally, there were five that lost $10,- 
000,000 or more.) In 1922, the list of big 
earners grew to fifty-one, expanded to sixty- 
nine the next year and reached seventy-five 
in 1924. With business moving along more 
briskly during 1925, it is certain that the rich 
grew richer and the ranks of the opulent 
became thicker. The earnings of represen- 
tative corporations were nearly a_ third 
larger than for the preceding year, which 
was not so bad itself! There were ninety- 
four corporations that earned $10,000,000 or 
more last year! 

There is a wide gap between the big five 
and the corporations that follow in their 
wake. But, in examining the capital struc- 
tures, it is apparent that the difference in 
the amount of the earnings of the leaders 
and the lesser corporations is roughly in 
proportion to the amount of capital em- 
ployed. In other words, there is no magic 
Aladdin’s lamp to be rubbed by the indus- 
trial genii to produce the gold. Here is 
a practical demonstration of the old adage 
that it takes money to make money. Yet 
the average individual would indulge in an 
expansive smile if the return he obtained on 
his invested funds surpassed the rate that 
many topliners have gained on their outlays. 

The Pennsylvania Railroad and the Stan- 
dard Oil Company of Indiana occupy com- 
manding positions. 

The Pennsylvania stands out as the pre- 
eminent earner among the carriers and 
ranked sixth last year among the largest 
money makers of the country. It enjoyed 
net earnings of more than $62,000,000. 

With its earnings above $52,000,000, the 
Standard of Indiana trails well behind the 
six leaders but yet in advance of the closely 
bunched corporations that manage to keep 
in the select group. It is just ahead of the 
great railroad systems, with their network 
of lines serving the industry and trade of 
whole sections of the country. The New 
York Central, with $48,000,000, is surpassed 
among the carriers only by the Pennsylva- 
nia with the Atchison, Topeka and Santa 
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Fe third. Two western roads—the South- 
ern Pacific and the Union Pacific—are not 
far in the rear. 

Then come a few of the oil companies 
that are eclipsed in their scale of operation 
only by the Standard of New Jersey and 
the Standard of Indiana. The Texas Com- 
pany last year just fell short of $40,000,000 
while the Gulf Oil Corporation earned $35,- 
000,000. The Vacuum netted more than 
$24,000,000 while the final statements for 
1925 are expected to show that the Standard 
of California and the Standard of New 
York earned more than $25,000,000. One 
might justly contend that the Humble Oil 
& Refining Company belies its own name 
when it admits a net earning of $22,600,000 
for the past year. 

The largest money maker among the elec- 
trical equipment companies—the General 
Electric Company—will follow closely be- 
hind the two great railroad systems and 
the Texas Company. It earned more than 
$38,000,000 last year. While Westinghouse 
and Western Electric will be found among 
those netting $10,000,000 or more, there is 
a long string ahead of them in the race 
for the forward positions. While the radio 
increased its common acceptance and the 
widespread adoption of electrical conven- 
iences in the home made headway during 
the past year, the net earnings of General 
Electric and Westinghouse were slightly be- 
low those for 1924. 


The Amazing Chain Stores 
ETWEEN $20,000,000 and $30,000,000, 


the field is mixed, for the contenders 


are representative of diverse industries and 
various businesses. 

Here may be found the exemplification of 
how a small profit on a big volume of sales 
is the means by which huge fortunes are 
builded. , 

The F. W. Woolworth Company, with its 


chain of _ five-and-ten-cent stores, made 
nearly $25,000,000 last year. Sears, Roe- 
buck & Company, doing a mail order busi- 
ness with catalogs so thick that they look 
like encyclopedias, cleared more than $20,- 
000,000. The R. J. Reynolds Tobacco 
Company so persistently advertised that it 
made a cigarette worth walking a mile to 
get, so intrigued the appetite of the smok- 
ers that it topped all of the tobacco manu- 
facturers with a $25,000,000 melon. The 
American Tobacco Company reported earn- 
ings of $22,000,000. 

Two makers of popular automobiles— 
Hudson and Dodge—are in this diverse 
field, with E. I. du Pont de Nemours & 
Company well in the running. The United 
Fruit Company, with its line of steamships, 
tropical plantations and far-flung organiza- 
tion for supplying fruit to the country, 
made $22,500,000. 


Getting Above $20,000,000 


T is a tremendous struggle for a single 

corporation to bring its earnings above 
the $20,000,000 mark. Indeed, the odds are 
only slightly in favor of any corporation 
making money, as the Federal statistics 
show that, taking all of the corporate en- 
terprises—large and small—into considera- 
tion, not more than two-thirds have made 
anything in the best years. On the average, 
60 per cent of the American corporations 
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report a net profit and 40 per cent admit 
that they have lost money. Of course, it is al- 
ways a good bet that the foremost cor- 
porations will keep out of red ink because 
they are financially able to command the 
most capable executives and managerial 
skill. Yet they are subject to the same 
vicissitudes that other ventures must en- 
counter and occasionally deficits running 
into millions are scored against them. 

As might be expected, the largest single 
group of these financial El Doradoes is that 
which earns between $10,000,000 and $20,- 
000,000 a year. During the last five years 
only about one-third have managed in any 
one year to soar above $20,000,000. A new 
high record was set during 1925 when it 
is indicated that twenty-seven cleared this 
barrier, as compared with twenty for 1924 
and 1923; nineteen in 1922 and fourteen in 
1921. . 

What is perhaps more pertinent, twenty 
corporations had such splendid business dur- 
ing 1925 that they climbed up in the $10,- 
000,000-or-better class. The group was about 
evenly divided between those that came back 
and those that made their début in the 
ranks of major affluence. While bank 
earnings turned upward last year, it was 
not observed that any bank was in the com- 
pany of the newcomers. 

As bankers well know the earnings of 
banks are moderate, but there is a wide- 
spread popular notion that their money- 
making capacity is enormous. Being the cus- 
todians of the wealth of the richest nation 
in the world, it probably is not an un- 
reasonable assumption that they would earn 
a sizable sum for themselves. It may 
therefore be somewhat shocking to the lay- 
man to learn that not more than two banks 
out of 28,000 make as much as $10,000,000 
a year. The National City Bank of New 
York, which has the largest resources of 
any American financial institution, has suc- 
ceeded in passing this mark and so has the 
First National Bank of New York which 
has long been guided by the venerable 
genius, George F. Baker. 

It is a matter of practical difficulty to 
place banks on a comparable footing with 
corporations because the bank balance sheet 
does not show a reconciliation of surplus. 
Without the details of earnings and their 
disposition, it is not an easy task to deter- 
mine just what the net earnings were. In 
many cases, net earnings are proclaimed as 
such without deducting reserves set up for 
bad debts, contingencies and for profit shar- 
ing plans. As the result of this practice, 
banking may seem even more lucrative than 
it actually is. 


Many Groups Not Represented 


ET it should not be concluded that the 

financial group stands alone in not afford- 
ing more than one or two places in this 
glittering circle. There is plenty of company. 

A careful scrutiny of the big money 
makers will show that there was not a 
single corporation in ten other major in- 
dustrial groups that enjoyed net earnings 
of as much as $10,000,000. None of the 
great movie producers nor any corporation 
in the amusement group were represented ; 
none of the great woolen companies that 
supply the clothes that go on our backs; 
none of the corporations manufacturing tex- 
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tile products; not one of the great lumber 
companies that provided the timber for the 
unparalleled building program; none of ihe 
huge silk companies that fashioned the fi 
fabrics for milady’s gowns; not even a single 
publishing house that prints a weekly chare- 
ing $7,000 for a page of advertising in 
issue, nor the corporation that sponsors ti 
best sellers among the books. The larges; 
group of cotton mills is outside of this cir 
cle and not one company in the non-ferrou 
metal manufacturers or in the shipbuildin: 
industry is so fortunate. 

In twenty-four out of thirty-four major 
classifications, however, there is at least one 
representative. 

Perhaps a good many widely held ideas 
as to who makes the huge profits in Amer- 
ica will be jolted by a glance at the earning 
figures. 

The big packers who supply the millions 
of households with their meat have long 
been pictured in the newspapers as im 
mensely wealthy. Yet a_ five-and-ten-cent 
store chain amassed vastly more than did 
either Swift or Armour. Eleven oil com- 
panies rolled up larger profits than either 
of the Chicago packing companies and a 
public utility supplying New York City with 
its gas for lighting and heating made $26,- 
000,000 while the packers combined did not 
earn $30,000,000. 

Within the $10,000,000 to $20,000,000 class 
will be found several of the large corpora- 
tions that supply the essentials of everyday 
life. Procter & Gamble Company, the 
maker of soaps, appeared in the select cir- 
cle. The National Biscuit Company and 
the Continental Baking Company repre- 
sented the flour and bakery group, while 
the Fleischmann Company, manufacturing 
the yeast to leaven the daily bread, broke into 
the ranks of the big earners. The Great 
Atlantic & Pacific Tea Company, with its 
chain of grocery, tea and coffee stores, 
was another newcomer. The Great Western 
Sugar Company was the sole representative 
of the sugar producers and refiners, if 
the United Fruit be excepted. The Amer- 
ican Can Company, making the containers 
in which a vast part of the nation’s canned 
foodstuffs was stored, netted more than 
$16,000,000. 


What the Auto Did in 
Creating Earnings 


T was recently estimated that the United 

States is spending fourteen billion dollars 
annually on automobiles. This is roughly 
about one-fifth of the whole national in- 
come. 

With such a vast sum being devoted to 
this luxury and necessity it is not surpris- 
ing to find the fortunes of those industries 
that have a major part in making automto- 
biles, the accessories and the things that 
make the wheels turn around, on the rise. 

Nine automobile manufacturers—Ford, 
General Motors, Studebaker, Packard, Nash, 
Dodge and Chrysler—had earnings of more 
than $10,000,000. 

The rubber companies had a banner year, 
even if crude rubber did go up like a sky- 
rocket. The United States Rubber Com- 
pany, favored by its holdings of large crude 
rubber producing plantations in the East 
Indies, more than doubled its net earnings, 

(Continued on page 712) 


Undue Extension of Credit a 
Form of Inflation 


By CARL S. DAKAN 


School of Business Administration, University of Washington, Seattle 


Three Pronounced Tendencies in Instalment Selling: An Ever 
Widening Circle of Commodities; an Increase in the Period of 
Credit, and a Reduction in the Initial Payment. Germany Was 
the Last Nation to Try the Indefinite Extension of Credit. 


ITHOUT undertaking to de- 

fine too specifically the field of 

instalment credit, we can make 

proper differentiation between 
the kinds of instalment buying. 

I believe there can be no valid argument 
against the buying of industrial equipment 
on the instalment plan when the possession 
of the equipment so increases the earnings of 
the buyer that the price may be paid out of 
the increased earnings. The best illustra- 
tion of this type of instal- 
ment buying is found in 
railroad equipment. For a 
half century the railroads of 
the United States have pur- 
chased their rolling stock on 
this plan, with obvious ad- 
vantages to the railroad, 
and with entire safety to 
the investing business. The 
present favorable attitude of 
the banking fraternity to 
this kind of credit is evi- 
denced by the present low 
yield on which these securi- 
ties are being sold. The 
same principle undoubtedly 
could be safely applied to 
any new kind of general 
equipment for which there 
is a ready market and which 
is not too highly specialized. 


HERE is another field, 
in which this system has 
entirely justified itself. 
Every man must pay rent, 
whether directly or indirect- 
ly, and the system whereby 
a man of modest means may 
buy a suitable home and pay 
for it out of future earn- 
ings instead of paying rent 
seems to me to be entirely 
justified. Especially is this 
true if, as has been gener- 
ally contended, the man is 
stimulated through his sense 
of ownership and pride in 
his possession, to be a better 
citizen, and to be more firm- 
ly established in the community. 
Instalment credit did not become a real 
problem in the United States until after the 
development of the automobile industry, and 
in any discussion of the system, one can 


not avoid frequent application to the ex- 
perience of that industry. If there is any 
form of purchase where, theoretically, in- 
stalment credit would fail, it is in the auto- 
mobile industry. First of all, because in 
addition to the burden of paying the prin- 
cipal and the heavy interest charge, the 
buyer of an automobile assumes an addi- 
tional burden in the form of operating ex- 
pense., But this is a case where theory and 
practice do not check, for we are told, and 


Hey! Leave us some! 

I believe it is true, that the automobile in- 
dustry could never have been developed to 
its present important place had it not been 
for this method of marketing, and those 
who have handled automobile paper have 
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demonstrated that the system has worked 
remarkably well, and with comparatively 
few losses to the firms handling this type 
of credit. In recent years, however, be- 
cause of this tremendous expansion of the 
automobile industry, instalment credit has 
taken on new significance. 


HERE have been three tendencies which 
are clearly marked: The first of these 
tendencies is that there is an ever-widening 
circle of commodities which 

are being marketed under 

this system, and so far as I 

know, there is now no com- 

modity of any importance 

which a man cannot buy on 

the instalment plan. Part of 

this extension is a direct re- 

sult of the success of the 

automobile industry: Wit- 

ness, the paint and roofing 

campaign of a year ago, 

which admittedly had as its 

purpose the securing for the 

paint and repair men a part 

of the enormous sum of 

money which was_ being 

spent for automobiles. To 

be sure, the campaign did 

not meet with the success 

that was hoped for it, but 

it does demonstrate that 

competition with the auto- 

mobile industry leads direct- 

ly to this widening of the 

field to which it is applied. 

The second tendency is to 

increase the period over 

which the credit is spread. 

At the beginning fhe regu- 

larly accepted terms in the 

automobile industry were 

from 30 to 40 per cent as 

an initial payment and the 

balance spread over a per- 

iod of ten months. At the 

present time the tendency is 

to spread the contract part 

of the payment over a per- 

iod usually from twelve to 

eighteen months, and in the 

Pacific Northwest certainly, the regular, ac- 
cepted terms on cheap cars are eighteen 
months. In a small local finance company 
with which I am associated, we have’ defi- 
nitely adopted the policy that we will not 
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purchase any paper which has a maturity 
beyond twelve months, and I know from 
personal experience that we have recently 
lost a number of otherwise attractive ac- 
counts because we did not take eighteen 
months paper. The distributors have come 
to us and complained that they would not 
sell their product on a twelve-month basis 
in competition with other firms which were 
selling on an eighteen-month basis, and it 
must be perfectly obvious that the number 
of people who can buy an auto- 
mobile and pay for it over 
eighteen months to twenty-four 
months is much greater than 
the number of people who can 
spare the money to pay for it 
in ten months. 
The third tendency is to re- 
duce the amount of the initial 
payment. At present second- 
hand automobiles and some of 
the cheaper makes may be pur- 
chased on an initial payment 
of 10 per cent and in many of 
the other lines of merchandise 
which partake more of the na- 
ture of luxuries, it is not un- 
common to find them being sold 
without any initial payment 
whatever. From the stand- 
point of business, the argu- 
ment in favor of instaln... 
credit is that it increases pro- 
duction, keeps our men +m- 
ployed, and generally makes 
for better business and one can- 
not deny that it has been in- 
strumental in bridging us over 
what has been a rather trying 
period in American industry, 
but I should like to emphasize 
the fact that undue extension of 
credit is a form of inflation, . 
and that while it stimulates 
business, it is like all other 
stimulants, it requires ever-in- 
creasing doses to continue the 
stimulation. 


HERE are obvious reasons 

why credit can not be ex- 
tended indefinitely. Germany 
was the last nation that tried 
the experiment, and the results 
are well known; the instalment 
credit certainly is one of the 
most iusidious forms of infla- 
tion. It has been estimated 
that there is outstanding at the 
prescnt time some five billions 
of dollars and our chairman 
called our attention yesterday 
to the fact that at present the 
tots! deposits of the savings 
banks of the United States were some twen- 
ty three billions of dollars. This lien against 
the future is approximately one-quarter of 
the total savings of the people of the United 
States. It follows, of course, that while we 
have been accumulating this enormous 
amount now outstanding, that business has 
been stimulated, that the purchasing power 
of the American people has exceeded their 
current income by the amount of this five 
billions of dollars, but the time will come 
when a halt must, of necessity be called. 

We will assume that there is no danger 


in the five billions of dollars now outstand- 
ing. We will imagine that we can carry 
an amount of ten billions of dollars without 
danger, but somewhere, at ‘five, ten, or 
twenty billions of dollars a halt will be 
called and when the amount outstanding 
ceases to increase, then clearly purchasing 
power can of necessity be no greater than 
current income, and if, by any chance, the 
amount should become too large for safety, 
and it should be the desire of the American 
bankers to re- 

duce the 

amount, then 

during that 

period of liqui- 

dation, clear- 

ly purchasing 

power would be 

less than cur- 

rent income by 

the amount of 

the liquidation. 

Another fac- 

tor that tends 

to limit the 


“But we never buy on instalanents.” 
“Certainly not, Madam. This is our de- 
ferred payment plan of dignified credit.” 


extension of instalment buying to continu- 
ous business prosperity is the fact that un- 
der this system the buyer gets less for his 
money, buys fewer commodities than he 
would under a system of paying as he goes. 
It has been pointed out by one writer that 
of every $10 spent by the instalment pur- 
chaser, $1 goes to finance the purchase; in 
other words, the man who buys on the in- 
stalment plan gets for his money nine- 
tenths as much as the man who pays as he 
goes. The system itself then, if carried to 
its logical conclusion, would, of necessity, 
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reduce prcduction by the amount of the 
finance charge. 


Is Business Increased ? 


E also hear a great deal about in- 
crease in the volume of business un- 
der the instalment plan, but a very large 
part of this increase in-volume is not new 
purchasing power, but diverted purchasing 
power. The man who has an income of $200 
a month, and who is paying out say $75 
of that on instalment contracts, of neces- 
sity buys less of other things during the 
period than he otherwise would, and many 
people who find themselves burdened with 
these contracts must economize by eating 
cheaper and less wholesome food, heating 
their houses less satisfactorily, and economiz- 
ing on many of the other things: which per- 
haps make life pleasant, so that the sum 
total of the stimulus resulting from the in- 
stalment credit is very much less than the 
apparent prosperity as evidenced by the au- 
tomobile, the radio, and the victrola, and 
the sales of our cheap jewelry concerns 
would indicate. Part of it is simply diverted 
purchasing power, and in this connection, 
attention should be called to the fact that 
the National Grocers, in their recent con- 
vention adopted a set of resolutions which 
indicated clearly the attitude of 

the attitude of the grocers. 

In brief, this is the history of 
what has happtned: Over-op- 
timistic buyers, finding their 
contracts burdensome, have un- 
dertaken to meet their obliga- 
tions on the contracts by ex- 
tending the time on their open 
accounts. No one knows ex- 
cept the grocer on the corner 
that the bills are not being paid 
there. Moreover, due to the un- 
usual efficiency of the finance 
companies, collections are more 
prompt, more forced on these 
instalment contracts than they 
are by the local grocers, and 
in the case of my own grocer 
in Seattle, he tells me that he 
has never had as great diffi- 
culty in all his twenty-two 
years of experience, keeping 
his accounts current and up to 
date as he has at the present 
time, and this in spite of the 
appearance of great prosperity. 


Here to Stay 


buying is 
here to stay. It is not self- 

regulating. The merchant will 

continue to extend liberal credit 

terms just so long as he can 
make a profit, and the finance companies 
which have been increasing on every hand 
(I understand there are at present 1500 of 
them belonging to their national association) 
will continue to take the paper from these 
merchants just so long as they can make a 
profit in carrying them. The interests of these 
two parties to this system of merchandising 
are obviously very much allied. They really 
represent a mere division of labor as ap- 
plied to the old-line merchant. Instead of 
one profit, as in the past, there are two 

(Continued on page 711) 
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The Observant John D. Positor 


By DANA S. SYLVESTER 


Executive Manager, Savings Banks Association of Massachusetts 


Noting Forty Ways in Which to Interest the Public in Savings 
Banks. Pictures Convey More in a Glance Than a Long Story in 


Print. 


Advertising, Linked With Service and Courtesy, Will 


Attract Depositors. The Great Importance of the Human Touch. 


R. and Mrs. John D. Positor 

sat in their comfortable living 

room after supper. It was a 

comfortable room, too, and rep- 
resented a good deal of work and effort on 
their part. There were built-in book cases, 
a fireplace, a couple of soft overstuffed 
easy chairs and over in the corner, a radio 
was broadcasting for the thirteenth time 
that evening the well-known song “Re- 
member.” The chances were equally 
good that this would be followed for the 
fourteenth time by “That Certain Party” or 
“The Prisoner’s Song.” In fact, so fre- 
quent were the repetitions of the popular 
jazz pieces that Mr. and Mrs. Positor had 
grown into the habit of paying little atten- 
tion to the radio but let it run along as an 
unheeded musical accompaniment to their 
conversation. 

“John,” said Mrs. Positor. “I came by the 
Citizens Savings Bunk this afternoon and 
they had the cutest little display in their 
windows. They called it “Save for a 
Home” and there was a little model of a 
white painted cottage with a green roof, 
and green grass all around it and a little 
automobile stood at the door. They even 
had some little trees and a swing for the 
children.” 


Snaring Human Interest 


R. Positor was in the midst of the 

ceremony of lighting his pipe, and as 
every pipe smoker knows, this absorbed 
his complete attention for the moment. 
“Well,” he replied at last, glancing at the 
slender figure of Mrs. Positor as _ she 
struggled with her household accounts at 
her desk in the corner where the pink 
shaded light beamed softly on her graying 
hair. “I came up by there last week and 
all they had was a lot of placards in the 
window with figures. I didn’t know what 
they were and they didn’t look interesting 
so I didn’t stop. From what you say, it 
looks as though they had gotten on to 
themselves and were trying to put a little 
more human interest into their displays. If 
they are going to get the public to look at 
the windows at all, they will have to put 
in things that are first of all interesting, 
and secondly, up-to-date and timely. Pic- 
tures convey more in a glance than a long 
story in print, and they are almost the 
only way of interesting poorly educated 
people.” 

Mr. Positor settled his long frame into 
his easy chair and reached for the evening 
paper. He was a typical moderately. suc- 
cessful business man, a little stout, a little 
bald, a little gray over the temples. Mrs. 


Positor went on with her figuring. ‘‘Well, 
it was that same bank,” said Mrs. Positor 
a moment later, “that wrote me such a 
nice letter when we first came to town. 
Don’t you remember they said they wanted 
to help us feel at home and that their 
bank hostess would be glad to tell me 
where the best shops were and things like 
that? I went in there one day and she told 
me just where I could buy things best and 
before I knew it, we were discussing budgets 
and she gave me a little budget book to carry 
in my shopping bag and I have used it a 
whole lot. I thought it was a very friendly 
thing for the bank to do, to take that in- 
terest in us when we were strangers in 
town.” 

“They go even further than that in writ- 
ing letters,” answered Mr. Positor. “Their 
advertising man told me the other day 
that they take a list of all the weddings 
and send out a special letter to tell the 
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“They had the cutest little display in 
their windows” 


newlyweds how important it is for them 
to have a financial plan and they write 
letters to the mother of every baby which 
is born and send her a little bank book 
for the baby with a dollar deposit already 
on it. There is a little weight card tucked 
into the letter, too, so that the mother can 
see that the baby weighs what it ought to 
every week. That reminds me of the ad- 
vertising scheme worked by a furniture 
house. It sent advertisements of furniture 
to all newlyweds. They filed the names 
away for a year, and then sent advertise- 
ments of baby carriages. 


The Cheerful Qutlook 


66 ANYWAY,” went on Mrs. Positor, 
“there is one thing I like about that 
It is always cheerful. When you go 
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bank. 


in there you don’t see a lot of posters all 
over the walls with warnings about being 
dependent in your old age, but instead of 
that, you see a lot of posters on what they 
call “purpose savings”’—saving for an edu- 
cation, or a home, saving to travel, saving 
for Christmas presents, for taxes, for va- 
cations and all that sort of thing. It sug- 
gests how you can get money for the 
things you want, and it doesn’t scare you 
to death the way the other kind does.” 

“T like their newspaper advertising, too,” 
said Mr. Positor, “for the same reason— 
it’s cheerful. I happened to notice their 
advertisement today right beside the big 
First National Bank advertisement and all 
the First National advertised was the 
amount of its deposits and the names of 
its directors and officers. I suppose that 
they never think that when they advertise 
the size of their deposits, they are really 
telling how much money they owe their 
depositors and that seeing big figures like 
that doesn’t do anything to prove the sound- 
ness of the bank. I think nine out of ten 
people just take it for granted that the 
bank is sound because it exists. 

“But don’t you think that the names of 
the directors and officers give a sense of 
security?” asked Mrs. Positor, turning to 
face her husband as the discussion went on. 

“No, I don’t,” replied her husband, lazily 
blowing a cloud of smoke into the air’ 
and watching it vanish. “It is another 
thing that the public takes for granted as 
being secure. The fact that the bank has 
been there for so many years and hasn’t 
failed is about all that interests the 
average man. This printing of the names 
of directors and officers is largely a bit of 
personal vanity on their part. It would be 
much more likely to establish a friendly feel- 
ing on the part of the public if the banks 
used the space to tell people what a bank 
is, and how the money deposited helps build 
homes for people to live in, roads for them 
to travel on, schools for their children, water 
systems and sewer systems for their cities, 
stores and factories to give them work, and 
how the bank through these investments 
reaches into every home and town in the 
country with its beneficial work. 

“The average man has a very vague idea 
of what a bank does and hasn’t the slightest 
appreciation of the fact that if banks didn’t 
exist, he probably wouldn’t be receiving his 
salary check each week. 

“I want to say one good word for the 
First National, however. I was in there 
the other day and the place was pretty 
crowded. A woman came in with a baby 
and the baby was pretty heavy for her to 
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hold. While she stood in line at the win- 
dow, I saw the floor man of the bank 
come over and take the baby for her while 
she transacted her business and as far as I 
could see, both the floor man and the baby 
seemed to enjoy it. I tell you there is 
nothing like a tactful floor man in a bank. 
The customers feel that they are in a 
friendly atmosphere. 


Get-Rich-Quicks 


66 OW take that same First National 

Bank,” he went on, taking his pipe 
from his mouth and tapping it on the table 
to emphasize his argument, “they run a sav- 
ings department and they really can help 
you a lot if you will let them do it. I went 
in there the other day to find out what they 
knew about the Get-Rich-Quick Oil Com- 
pany and they told me a little about it right 
off and said that by the next morning they 
would find out all about it for me. They 
called me up the next morning and they 
certainly had all the facts and figures. If 
I had put any money into that stock, I 
should never have seen it again. 

“Well,” said Mrs. Positor, warming up to 
the discussion, “you may like the First Na- 
tional but it looks like a tomb to me. All 
that white marble and little small windows 
with heavy iron bars on the outside and 
then that cold looking white marble and 
black and white checkered floor inside make 
it seem like a grave. If they had only had 
their counters and desks a light walnut or a 
bright mahogany, it would have looked bet- 
ter. But instead, the whole effect is 
black and white. The only thing I like 
about it is the big clock on the sidewalk. 
That certainly is convenient for the public. 
Whenever I think of the First National, I 
can see that clock in my mind. 

“Now the Citizens Savings Bank has good 
big windows in the first place, and in the 
second place, when you get inside it is fin- 
ished all in a warm yellow marble and the 
woodwork is all light walnut. It looks 
cheerful and to my mind is much more 
impressive than the vault that they call the 
First National Bank. And look at that old 
president of the First National—did you 
ever see such a solemn, forbidding-looking 
individual ?” 

“He’s not really that way. He’s a banker, 
you know, and it’s just his professional ex- 
pression, if you know what I mean.” 

“Yes, I know. I’ve seen how quartets 
look when they sing at funerals.” 

“On the other hand,” said her husband, 
“Look at John Smith, the vice-president of 
the First National. He is probably the 
best known banker in the city. You always 
see his name at the head of a drive to 
raise funds and he belongs to every com- 
mercial organization and he is always pres- 
ent at the meetings and he always has some- 
thing constructive to say.” 

“Yes, I'll admit that,” his wife answered. 
“You’re always seeing his name in the 
papers. I think it is a good point to con- 
sider. I think that a big bank ought to be 
tied up with the community in which it 
is located and I think that one of the best 
ways its officers can advertise the bank is 
by getting out and doing real community 
service themselves.” 


Silence for a moment. Over the radio for 
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the fifteenth time came “Remember.” Prob- 
ably it would be followed by the “Prison- 
er’s Song” or “That Certain Party.” Such 
is radio! Mr. Positor turned to the market 
reports and drew up an extra chair to 
stretch his legs on. 

“By the way,” went on Mrs. Positor, 
looking up once more from her work, a 
reminiscent look on her clear-cut features, 
“there was a man at the door the other day 
from the Trust and Savings Bank. He 
wanted to sell me a little clock for $3 and 
said that if I had $50 in my account at his 
bank a year from now, the bank would 
refund to me the $3 and I could have the 
clock free.” 

“Well,” her husband replied, ‘This house 
to house canvass may be all right but a bank 
has got to be very careful how it goes about 
it. That man was probably hired by a con- 
cern which had a contract with the bank 
to produce a certain number of new ac- 
counts. Suppose they had sent around a 
man with a dirty collar and a suit that 
needed pressing, you wouldn’t have cared 


“You don’t see a lot of posters all 
over the walls with warnings about 
being dependent in your old age” 


how good a bank he represented. Your 
opinion would have been pretty poor just 
because of the kind of representative they 
had sent. Suppose, too, that the clock had 
turned out poorly; you would have been 
very sore. If a bank is going to do that sort 
of thing it would be much safer for it to do 
it over its Own counter where it knows 
what the surroundings are like and where 
it knows that whatever premium it offers 
is really a good one. There’s the danger, 
too, of hurting the feelings of old depositors 
who may see the premiums you are giving 
to new depositors. I think it would be a 
much better plan if they had given you a 
little safe to put your change in and kept 
the key in the bank. 

“It seems to me that it would be better if 
that bank had started a contest among its 
own employees for new depositors and of- 
fered prizes for the clerk who brought in 
the largest number of depositors. Then 
they would have been sure that whoever 
went out to talk to the general public was 
really a representative of the bank and 
could explain properly what service the bank 
really could give.” 
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“By the way,” said Mrs. Positor, “what 
do you think of the idea of souvenir blot- 
ters and pencils? Are they worth anything 
at all?” 

“Well,” her husband replied,. “I think the 
very fact that you have on your desk right 
now three different blotters from the Cit- 
izens Savings Bank shows that any useful 
little souvenir is kept even if it has the 
name of the bank on it. I know I usually 
have one or two of the Citizens Saving 
Bank pencils in my pocket and I will admit 
that I have some of their blotters on my 
desk in the office.” 


Broadcasting Thrift 


GAIN silence for a few moments and 
again the everlasting jazz program 
from the radio, but suddenly this stopped 
and after an interminable uninteresting an- 
nouncement of fifteen or twenty stations 
which were linked up to give the program, 
came an announcement of such an unusual 
nature that both Mr. and Mrs. Positor 
stopped to listen. 

“We are broadcasting tonight a novelty 
in the shape of a thrift play written and 
acted by pupils in the South School of Bos- 
ton. This play was given in connection 
with the school savings system operated in 
the school by the First Savings Bank of 
Boston.” 

The next half hour was one of intense 
interest. It recited how Billy Bates got a 
bicycle and incidentally learned the true 
worth of thrift and the pleasure of self- 
denial. 

“Just what do they mean by school sav- 
ings?” Mrs. Positor inquired. 

“Well, it is part of an attempt by the 
banks to extend their service outside of 
their own buildings and to take part in 
the larger project of teaching savings habits 
in connection with peoples’ everyday lives,” 
her husband replied. “In schools, of course, 
it takes the children when they are young 
and teaches them to save their money and 
if it is properly taught, it goes beyond the 
mere saving of money and teaches them 
how to be thrifty and economical in 
everything they do. Sometimes the banks 
do the same thing with factories and stores 
and offices and then they call it industrial 
savings. Of course those people are grown 
up and they have to handle it a little bit 
differently, but if they can teach those peo- 
ple to save a little bit from each week’s pay 
envelope, it is a mighty good thing. Some 
of the banks are going even farther in this 
idea of community assistance and they are 
providing life insurance policies through 
some reputable company on a weekly or 
monthly payment plan so that people with- 
out large salaries can have the protection 
of life insurance for their families. In fact, 
one state has gone so far as to pass a special 
law allowing the mutual savings banks 
themselves to issue life insurance policies 
in small amounts for the poor people.” 

The idea of the weekly payment on life 
insurance brought up another matter to Mrs. 
Positor’s mind and while she and her hus- 
band were talking over banking matters, 
she thought she might just as well find out 
about it. It wasn’t every night in the week 
that her husband was in a talkative mood, 
and with her experience in wifely maneuver- 
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New Members of the Federal Advisory Council . 


Frank O. Wetmore 


Peter W. Goebel 


HERE are six new members of the 
Federal Advisory Council, the group 

I of twelve bankers chosen by each of 
the regional reserve banks of the United 
States to serve in an advisory capacity to 
the Federal Reserve Board at Washington. 
Frank O. Wetmore, chairman of the board, 
First National Bank of Chicago, was 
elected president of the council at its first 
meeting during 1926 held at Washington 
in February. He succeeded Paul Warburg, 
chairman of the International Acceptance 
Bank of New York. 

The six ‘new members are: James S. 
Alexander, chairman of the board, -Na- 
tional Bank of Commerce, New York City; 
John F. Bruton, president, First National 
Bank, Wilson, N. C.; P. D. Houston, presi- 
dent, American National Bank, Nashville, 
Tenn; Theodore Wold, vice-president, 
Northwestern National Bank, Minneapolis, 
Minn.; Peter W. Goebel, chairman of the 
board, Liberty National Bank, Kansas City, 
Mo.; B. A. McKinney, president, American 
Exchange National Bank, Dallas, Texas. 

Dr. Walter Lichtenstein, executive as- 


Theodore Wold 


John F. Bruton 


sistant to the president of the First Na- 
tional Bank of Chicago, was elected secre- 
tary of the advisory council. 

Six members of the council, who served 
during 1925, were held over for another term. 
They are: Charles A. Morss, vice-president, 
Simplex Wire & Cable Company, Boston; 
Levi L. Rue, chairman of the board, Phila- 
delphia-Girard National Bank, Philadelphia ; 
George A. Coulton, vice-president, Union 
Trust Company, Cleveland; Breckinridge 
Jones, chairman of the board, Mississippi 
Valley Trust Company, St. Louis; Henry 
S. McKee, president, Barker Brothers, Los 
Angeles. 

Mr. Wetmore represented the Chicago 
Federal Reserve Bank during 1925, also. 


HE council is required to hold at least 

four meetings annually although it may 
convene more frequently if it desires to do 
so. It is empowered under the Federal Re- 
serve Act to “confer directly with the Fed- 
eral Reserve Board on general business con- 
ditions ; to make oral or written representa- 
tions concerning matters within the juris- 


P. D. Houston 


B. A. McKinney Dr. 


James S. Alexander 


Walter Lichtenstein 


diction of said board; to call for informa- 
tion and to make recommendations in re- 
gard to discount rates, rediscount business, 
note issues, reserve conditions in the var- 
ious districts, the purchase and sale of gold 
or securities by reserve banks, open-market 
operations by said banks and the general 
affairs of the reserve banking system.” 

The selection of the council member rests 
with the board of directors of each of the 
twelve regional banks. 


HE advisory board was set up by Con- 

gress when the Federal Reserve Act was 
originally passed to afford a means by 
which the bankers of the country might lay 
their views before the members of the Fed- 
eral Reserve Board, who regulate and con- 
trol the operations of the reserve banks. 

Oscar Wells, President of the American 
Bankers Association and president of the 
First National Bank of Birmingham, Ala., 
was one of the six councilors who retired 
at the end of 1925. He had served for two 
years as the representative of the Atlanta 
Federal Reserve Bank. 
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Over the Top 


TS the inexperienced the first trickle of water over 
the top of a dyke may mean little; to the experi- 
enced in such matters it may portend a rapidly in- 
creasing erosion with a break soon beyond easy con- 
trol. Col. Leonard P. Ayers, vice-president of the 
Cleveland Trust Compary, points out in the bulletin 
of his institution that foreign goods have begun to 
flow over our tariff barriers. 

In England, Hungary, Germany, France and the 
United States the general trend of wholesale prices 
in 1924 was upward; in 1925 the wholesale prices in 
the four foreign countries moved downward but in 
the United States the prices were well maintained by a 
vigorous forward movement of business. 

Such a condition of price disparity brings on a com- 
pensating reaction and there are indications that such 
a movement is under way and that the condition is 
changing here in the United States. 

“Our prices are now so much higher than the corre- 

sponding prices in other countries,’ Col. Ayers observes, 
“that foreign goods are beginning to flow in over our 
tariff barriers. Moreover the prices of a good many 
of our important products are determined by condi- 
tions in world markets, and while these prices have 
been falling, those of manufactured goods for domes- 
tic consumption have been firm or rising. In recent 
months the disparities produced by these conditions 
have become too great to be maintained and now our 
general price level has been falling.” 
' The flexible tariff was devised to meet conditions 
producing similar results a scheme whereby, without 
resorting to the ponderous and slow-moving machinery 
of Congress, the President might make advisable in- 
creases in the height of the tariff wall, if such in- 
creases gave promise of aiding general prosperity. 


Economy or Waste? 


HAT 2,700,000 persons were on Federal, state and 

local government pay rolls during the year of 1923 
and that we probably have a comparable number 
similarly employed now, need not from the size of the 
figure alone be a bad sign. 

On a basis of a national population of 117,000,000, 
that is less than 2 per cent. In a village of 2000 popu- 
lation, having a school, road maintenance, local and 
state police protection, mail delivery, representation at 
the state capital and perhaps in the Congress, the com- 
munity does not appear to be overburdened with un- 
necessary public servants, if the ration is under 2 
per cent, especially as the teachers make up a good part 
of the list. 

While there may be a prevalent opinion that there are 
many unnecessary public jobs, and that men and women 
in some branches of public service outside of the 
educational arm are not animated by the same zeal as 
are those in private employment, the fact of the matter 
is that this great army exists because the public wants 
it. 


Even if we could, we would not go back to the days 
of the private schools for they would cost us more and 
probably be less efficient. We could not go back to the 
unpaved roads, nor to the practice of having each 
householder clean the pavement in front of his resi- 
dence, or place of business. 

How large—or how small—our army of public 
servants is, we do not know, until we begin to make 
calculations of the number of men who have been 
released from individual jobs because some needs, com- 
mon to all now, are rendered by some form of gov- 
ernment for a whole community. Nor can we esti- 
mate what part—if any—of the great public pay roll 
is a drain until we shall have made some calculation of 
the added efficiency’ of the rest of the population be- 
cause of the service rendered by the army of 2,700,000 
workers in public service. We must cast up on the 
other side the gain in individual time and in efficiency. 

In a civilizaton where everyone works for every- 
one else and great success in business is in reality 
having found a way to be of service to an unusual 
number of people, so large a number of public ser- 
vants, even with all the real and suspected defects, 
may still be found by comparison with the cost of 
other ways of doing things to be a tremendous 
economy. 


Relief from the Laboratories 


NNOUNCEMENT comes from Cornell Uni- 
versity that a process has been devised for re- 
moving ink from old newspapers so that the news- 
papers of yesterday may be utilized for the manufac- 
ture of newsprint paper. The process is said to be 
comparatively simple, consisting of reducing the old 
newspapers to pulp and then chemically treating the 
mass. How important this discovery is, if time and ex- 
periment shows it to be a commercial success, as well as 
a laboratory success, is suggested by the circumstance 
that the issue of one newspaper which carried the an- 
nouncement consisted of fifty-two pages, with the 
circulation running into hundreds of thousands per day. 
Though the average person may be far removed from 
the pulp and paper industry, the rapidly diminishing 
supply of timber is a matter of every man’s concern. 
Anything that gives promise of reducing the rate at 
which the forests are disappearing is worthy of the 
most careful consideration on broad economic grounds 
and the best hope for the salvation of our forests lies 
in the laboratories. 


The Foreign Monopolies 


HE worst thing about these government controlled 

monopolies, through the operation of which the 
people of the United States are compelled to pay 
hundreds of millions of dollars each year in excess of 
fair prices, is not the present drain on the purses of 
the average American ; the dangerous thing is that the 
government monopoly is in the nature of an infectious 
disease with the possibility of its spreading to the detri- 
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ment not only of trade but of peace. In his present 
state of good humor, borne of an abundant prosperity, 
the ultimate consumer in America is perhaps inclined 
to be indifferent to the fact that the cost of living is 
made high for him and his family because people 
overseas are making him pay exorbitant prices for 
commodities of constant use, but his mood may change 
overnight and with the change will come a demand for 
some retaliatory or compensating action. 

If the demand comes it will not be easy to prevent 
the crystallization of such a sentiment into action— 
even though the proposed remedies would be blight- 
ing to international trade and harmful to international 
good will. 

The House Committee on Interstate and Foreign 
Commerce, which recently made a preliminary report 
on the operation of foreign monopolies in rubber and 
other commodities, recognizes in these government con- 
trolled combinations great potentialities for evil but, 
in its wisdom, it avoided action or recommendations 
tending to spread the disease with the evident hope 
that the remedy will be voluntarily applied in the 
countries where the monopolies exist. And in the case 
of rubber there is some encouragement in one trend 
of thought in England, thus expressed by the Man- 
chester Guardian: 

“The calmer minds on both sides of the Atlantic 


seem to be agreed that in the long run measures of 
restriction are always ineffective and that the most they 
can hope is to delay, but never to prevent, the opera- 
tion of economic laws. . . . The time has surely come 
when the government can leave the rubber industry 
to support itself.” 


Canals and Cycles 
things stand at present the costly barge canal 


S 
A across the State of New York is but an exempli- 
fication of the principle that when a public utility has 
run its course, it cannot be made to run again. 
The Erie Canal, 340 miles long, extending from 
Tonawanda to the Hudson River at Troy was a good 


thing in its day. From its opening in 1825 to about 
1883, it was a financial success, making in that time a 
profit of about $42,000,000 even though at the begin- 
ning it was but four feet deep. Of greater value than 
the actual earnings was the influence the Erie Canal 
exerted in the development of that part of the state 
through which it extended, and it is an accepted fact 
that this waterway first gave to New York City its 
commercial supremacy. 

Then there came acceptance and adoption of the 
thought, after canal business declined that the state 
needed a canal capable of bearing barges of 1000 tons 
burden and in 1905 bonds were sold for the contraction 
of the Barge Canal. Some parts of the old canal were 
utilized in the construction of the Barge Canal. Over 
a term of years the state spent $241,000,000 on the 
construction of the new waterway. 

But when it was opened apparently nobody wanted 
the costly piece of engineering. There were practically 
no barges constructed for use on it and even those 
which were available had business elsewhere. The total 
cost of this new canal during the year of 1925, includ- 
ing maintenance, operation, permanent improvements 
and capital charges of $6,000,000 amounted to $10- 
933,000. The receipts were but $359,000. The net 
loss to the state for the vear was over $10,000,000. 

How great a mistake this barge canal has been is 
indicated by the fact that it has sixty-six terminals 
included in which are fifty-three warehouses. No 


freight was handled at forty-nine of these terminals 
during the last two years. 

The details of this story of failure are interesting ; 
two items, however, will suffice to illustrate their 
nature. The Barge Canal terminal at Albany cost the 
state $312,000 and in two years there was but one lot 
of grain delivered to it. A grain elevator at Oswego, 
cost $1,645,000 and its receipts for a year were $1,397. 

Inland waterways as agencies of distribution and 
creators of wealth seem to have run their course and 
though the State of New York with all its wealth 
and its power to summon the wisdom of the nation to 
its aid has been trying for a generation to make this 
public utility—the predecessor of which was once so 
great a factor in building up the state—perform 
again, even the Empire State thus far has failed to 
set at naught the operation of some natural laws. 

Civilization as an abstract movement has a way of 
casting off appurtenances when they have served their 
purposes, and of: picking up something more efficient. 
The oil lamp superseded the candle, gas and electricity 
the oil lamp. New markets and new uses for old things 
may be found but there always must be a definite 
adaptation, and New York State’s effort at adaptation 
failed. 

There are many lesser factors in the making of this 
gigantic failure—the World War coming about the 
time of the barge canal’s completion and diverting men 
and capital; the great growth of good roads; the rise 
of the motor truck, the latter two are not inconsiderable 
factors because in the time when the first canal won its 
popularity almost any freight transportation was good 
transportation and time was not the valuable element 
that it later came to be. While it is true that motor 
vehicles carry comparatively small loads and make 
short hauls let it not be forgotten, however, that both 
to capital and to men the automobile field held an 
allurement with which the prosaic and slow going canal 
barge could not compete, especially as the canal is 
open for traffic but five months a year. 


NE can not be too serious over this business of 

making money. New York State’s barge canal 
cost $241,000,000 and in 1895 took in receipts of only 
$360,000, whereas in the same calendar year the beauty 
shops in the nation took in $390,000,000, and the aver- 
age beauty shop gets going without a bond issue. 


Above Trade 


t &-- recurrence of agitation having for its final 
objective recognition of the Russian Soviet govern- 
ment recalls Theodore Roosevelt’s declination to debate 
on the subject of national defense. Mr. Roosevelt’s 
declination was based on the principle that no good 
could come from debating non-debatable subjects. The 
present or the potential possibilities of trade with 
Russia dependent upon recognition are more or less 
beside the mark. In the July, 1925, JourNaAL, Rev. 
Edmund A. Walsh of Washington, said: “In the 
present case we have the strange anomaly of a gov- 
ernment seeking, officially, admission into the con- 
sortium of civilized nations and at the same time 
proclaiming publicly that not only does it repudiate the 
accepted usages that have made organized society pos- 
sible among men, but that it intends to destroy the entire 
fabric of existing society, displacing all our cherished 
institutions, art, culture, laws and the Constitution 
itself, in order to reconstruct all things on a socialistic 
basis !”” 
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Cartoon Views of Financial News 


“ ” . - “What Papa Saves Mamma Spends” 
—Orr in the Chicago Tribune 


“After All, Walking Has Its Ad- “Get Together, Boys, Get Together” 
“It Never Feased Him’—Hanny in vantages’—Sykes in the New York —Chapin in the Norfolk Virginian- 


the Philadelphia Inquirer Evening Post Pilot 
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“Not a Good Reflection of Business 
“Blocking the Road’—Chapin for the “Help, Somebody!”—Sykes in the Conditions’—Orr in the Chicago 
New York Tribune Syndicate Philadelphia Evening Public Ledger Tribune. 
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Growth of Investment Trusts 


By D. RICHARD YOUNG 


Changes and Variations from the Original Form Established 


Abroad Many Years Ago. 


There Are Four Distinct Classes. 


Fundamentals Which Should Not Be Lost Sight Of. Promo- 
tion Expenses in Organizing. Adherence to Charter Restrictions. 


HAT about the investment 

trusts?” is an inquiry received 

almost daily by bankers from 

Maine to California. The 
organization during the last year of a num- 
ber of new trusts indicates that the idea has 
definitely taken root in America and that 
there is a widespread interest in the subject 
among investors. 

THE AMERICAN BANKERS ASSOCIATION 
JouRNAL as well as other financial publica- 
tions has already devoted considerable 
space to discussing the methods of organiza- 
tion and operation of these investment trusts, 
and the details are now quite thoroughly 
understood. So far as can be ascertained, 
however, no complete list of such companies 
has yet been published, and it is of interest 
to examine the 1925 reports that are now 
being issued and to note the increasing num- 
ber of such concerns now in operation. 

It should be noted that the form of the in- 
vestment trust originally established in Great 
Britain has, in its application by American 
finance, undergone numerous changes and 
developed several variations. We find at 
the present time four distinct classes of 
organization, namely: (1) the investment 
trust—British type, which holds several hun- 
dred and upwards of different issues, diver- 
sified by lines of industry and by geograph- 
ical location; (2) the bankers shares com- 
pany, which holds a dozen or twenty differ- 
ent issues, usually in the same line of busi- 
ness; (3) the investment finance company, 
which is interested in a limited number of 
companies, and in many cases specializes in 
European issues; (4) the investment man- 
agers company, which invests and trades in 
securities with a view to maximum profit 
rather than fixed investment. Some of the 
above types hold the same securities more 
or less permanently, as in the case of the 
bankers shares companies, and the charter 
may not provide for any substitution. The 
investment trust—British type, on the other 
hand, is constantly disposing of certain is- 
sues by their maturity or redemption or by 
voluntary sale, and replacing them with 
others. The investment finance company 
usually aims, as a result of its substantial 
interest in a few companies, to exercise a 
more active voice in the management, such 
as do our large public utility holding com- 
panies, than can a mere investment company 
holding one per cent or less of stock. The 
investment managers companies offer expert 
service in the handling of one’s investments, 
by means of specialized study of individual 
concerns and general and financial condi- 
tions. 

All four of the types described above are 
spoken of in the language of Wall street 
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HE investment trust, 

like the bankers’ accept- 
ance, is a British creation 
that has been adopted by 
the American financial 
world. There has been a 
steady growth in their num- 
ber but the majority of 
them are variations of the 
pure investment trust, as 
operated in Great Britain. 
The author points out that 
“their success, like most 
other enterprises, depends 
in the last analysis on the 
experience and integrity of 
the management so that in- 
vestors must use the same 
discrimination in this as in 
any other field and not be 
misled by the mere name 
and idea.” 


as “investment trusts,” which is a rather 
loose use of the term and is due probably 
in part to ignorance; nevertheless there ap- 
pears to have been a broadening in the old 
definition so as to include the newer Amer- 
ican variations. 


Some Recent Tendencies 


UL is desirable to call attention to certain 


recent tendencies shown in investment 
trust practice, and to reiterate certain fun- 
damental principles that should not be lost 
sight of. 

One characteristic of promotions during 
the last year has been the formation of 
trusts specializing in particular lines of in- 
dustry, spoken of as bankers shares com- 
panies, such as petroleum, food products, 
or electric power and light. This has cer- 
tain advantages, in that the trust concen- 
trates its activities on one line, studies that 
field intensively, and as a result is naturally 
fitted to manage its investments with a max- 
imum degree of care. It is much easier, 
for example, to keep in touch with condi- 
tions in the food industry than to attempt 
to study all other industries, public utilities, 
railroads and foreign securities as well. 

This practice, nevertheless, violates one of 
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the principal features which characterized 
the early investment trusts, namely, “diver- 
sification.” If the total holdings are divided 
up among several companies in the same 
line it is better, theoretically at least, than 
having just one company, although if the 
investor can pick some premier company 
with a prosperous future, he would do better 
than to split his investment up among several 
concerns in the food industry, most of which 
are not so good and thereby pull down his 
standard to the “average,” for the sake of 
that fetish—“diversification.” But “picking 
the winner” is a rare occurrence, and so 
there has developed the conservative rule 
of distributing the total investment among 
several issues, all of which are believed to 
be good, the idea being that it is much less 
likely that all the companies selected would 
encounter difficulties than would a single 
concern. But does one obtain sufficient 
diversification if the investments selected are 
all in the same line of industry? 

The economic conditions which influence 
profits in any line and which are constantly 
shifting, include the irregularity of crop 
production or other raw material supply, 
the changing methods and costs in manufac- 
turing, labor wage scales and strikes, selling 
practices, credit terms, collections, consumer 
demand, domestic and toreign competition. 
These factors affect all concerns in that line 
of business, and the earnings reports of 
representative concerns furnish a very re- 
liable index on the operations of all con- 
cerns engaged in that line, although natural- 
ly the strong and well-managed companies 
will in times of depression seldom fare so 
badly as the weaker companies, while in 
prosperous times the leaders will take ad- 
vantage of the favorable conditions to make 
abnormally large profits. Therefore, the 
investment trust specializing in one partic- 
ular line will have large earnings from in- 
terest and dividends when that line prospers, 
but will be hard hit if a slump comes, the 
same as would an operating company. The 
proposition as stated is quite obvious and 
requires no arguments in its support. It 
suggests the grave question of whether the 
investor who desires stability of income may 
not be deluded into a false sense of security 
by participating in an investment trust that 
is subject to the ups and downs of one in- 
dustry. 


Large Promotion Expenses 


ITHOUT criticizing any particular 
company, another point that deserves 
careful analysis by the prospective investor 
in investment trusts is the expenses con- 
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Can Russia Avoid a Currency 


Crash? 


By ROBERT CROZIER LONG 


Doubts as to Stability Due to Disappointment in an Export 
Plan Which Had Failed of Its Objective Because Over Anxious 


Government 


Grain Buyers 


Boosted Prices, and Besides 


There Was Nothing on Which to Spend Their Money. 


USSIA’S new currency has at last 
been brought up for trial. Its 
stability, if not actually threat- 
ened, is cast into doubt by the 

failure of the export plan for the business 

year 1925-26, and by the resultant difficulty 
of maintaining a foreign payment balance. 

The Soviet republic is in the position in 

which many other Central and East Euro- 

pean countries may some day be. So far 
the stabilizations of these countries have 
with one exception brilliantly succeeded, 
and Europe, reasoning that the first months 
of a currency, like the first months of an 
infant, are the most precarious, assumed 
that the money troubles begotten of war 
and revolution had been overcome. A year 
ago Europe was reflecting that after all 
currency stabilization is not such a difficult 
thing, because none of the newly stabilized 
currencies had broken down. On top of 
this confidence, the Polish zloty, after only 

a year and a quarter of stable existence, 

crashed. Europe’s faith was shaken. Stabil- 

ization, it now reasoned, was easy but the 
maintenance of permanent stability was 
another and a more difficult thing. 

Hence, in regard to the Russian “tcher- 
vonetz,” the most important of the new 
European currencies with the exception of 
the German reichsmark, a certain doubt 
came to be felt. This doubt led to the 
postponement of plans to quote Russia’s 
currency officially on several European ex- 
changes. At first the doubt was based ex- 
clusively on the zloty’s failure. But Russia 
failed to live up to her promises, made in 
mid-1925, and after that there came doubts 
upon other grounds. 

When the late Count Witte nearly thirty 
years was combatting Berlin Bourse 
speculation in the unstabilized rouble, he 
remarked to Tsar Nicholas II, “The real 
exchange bourses for the rouble are the 
wheat farms of Charkow and Cherson.” 
That is true today. Only by exporting 
sufficient foodstuffs and other agricultural 
products can Russia insure sufficient pay- 
ments from abroad to cover her import 
liabilities and such other debts to foreigners 
as she recognizes. The present threat to 
the “tchervonetz” is primarily a result of 
the failure to execute a grandiose wheat and 
rye export plan announced late last year. 
The crop of 1925 did not fail. It was in- 
deed 3,000,000 tons smaller than was at 
first estimated but this deficit is only 5 per 
cent less than the estimated total. The real 
failure was in the organization achievements 
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of the communist bureaucracy. As a result 
of this failure, the quantity of grain deliv- 
ered to the collecting centers fell far below 
the expected quantity. There were diffi- 
culties in carrying it from the collecting 
centers to the granary centers and, finally, 
there were difficulties in moving it to the 
ports. 


Excessive Zeal Put Prices Up 


HERE were price difficulties also. The 

Soviet’s local bureaucrats unwisely dis- 
played excessive zeal. Eager for promo- 
tion they competed with one another in 
buying grain. When by this means they 
had inflated prices inordinately, the peasants, 
expecting a still higher price, postponed 
selling. The peasants also hesitated to sell 
because, though the monetary yield was 
high, the money was almost useless as a 
medium of exchange. Manufactured goods 
were not to be had at any cost; and the 
stable currency received for grain was al- 
most as useless for the purposes of buying 
as was the former paper rouble. The 
Soviet government tried, but failed, to rush 
manufactured goods to the villages. It for- 
bade its agents to compete in buying, and 
it put a stop to the local governments’ prac- 
tice of assessing special taxes on foodstuffs, 
a practice which helped to drive up prices. 
Still prices continued to rise. 

These movements affected the volume of 
grain received for export. They affected 
also the value of export to the Soviet state. 
The Russian trading state is like any pri- 
vate trader in that it must export at a 
profit, or not at all. When Russian native 
grain prices were moving toward their 
highest, the international market was weak- 
ening. Germany, the greatest buyer of 
Russian grain in 1925 produced 7,700,000 
tons of rye, as against 5,600,000 tons in 
1924, and the questions: “What shall be 
done with the surplus; how shall we restore 
rye prices?” have ever since been agitating 
the Reichstag. So that even if Russia’s 
grain mobilization system improved, as it 
has in fact improved in the last few weeks, 
the hope of a vast and profitable yield of 
foreign currency must be abandoned. 


Had to Reduce 


HESE conditions produced various dis- 
agreeable reactions, all of which directly 
or indirectly influence the fate of the stable 
“tchervonetz.” Russia was obliged to re- 
duce her import program, because reduced 
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exports of grain at reduced prices would 
not provide the originally estimated sum of 
foreign cash. As a result, she also had to 
reduce the program of industrial produc- 
tion, which was summarized in the 4Ameri- 
can Bankers Association Journal of last 
November. This program, carefully pre- 
pared, had a fair chance of approximate 
fulfillment, but it depended upon imports, 
first of raw materials, in particular cotton; 
secondly of fuel, there being a shortage of 
the coke necessary for a greatly enlarged 
smelting plan; and third, of foreign ma- 
chinery. The last was the most important, 
and import had to be prompt. By compel- 
ling the cutting down of imports the crop 
mobilization failure of late 1925 upset the 
whole economic program of 1925-26. But 
in addition, it threw into doubt the Moscow 
Bank of State’s ability to maintain the 
“tchervonetz” currency unit at its gold 
parity of approximately five United States 
dollars. 

Though the “tchervonetz” is not general- 
ly quoted abroad, it is in other respects an 
international currency; and Swedish, Fin- 
nish, and some other exporters have for 
years past accepted it as being for practical 
purposes as good as their own currencies. 
If Russia persisted in importing copiously 
despite the cut in her export program, she 
would have to adopt one of three courses, 
or possible combinations of them. She must 
either export gold, or borrow abroad (buy 
from abroad, that is, on credit), or allow 
the “tchervonetz” to depreciate. She has 
so far wisely combined the first two re- 
sources, though as these were inadequate 
she had also to abandon the copious imports. 
Twice this year, the German Reichsbank 
has bought considerable sums of exported 
Russian gold, which duly appeared in the 
bank’s weekly returns. Simultaneously, the 
Moscow government set about borrowing. 
Late last year it imported German goods 
valued at 100 million marks on short term 
credit, backed by two Berlin “D” banks. 
This year a further 300-million-mark Ger- 
man credit, for terms of two to four years, 
was arranged and the German Republic and 
states have guaranteed 60 per cent of the 
total. This state guarantee, which was not 
required for last year’s credit, is a first sign 
that German exporters have become some- 
what doubtful about taking risks; a “tcher- 
vonetz” collapse, they know, would make it 
wholly impossible for Russia to pay them. 
The question whether the “tchervonetz” 

(Continued on page 711) 
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Burroughs 


Greater Speed 
Positive Identification 


—with Numerical Transit System 


Thousands of banks—large and small—in all parts 
of the country have found that the Numerical 
Transit System greatly speeds up the writing of 
transit letters. 


Each check is positively identified, both as to 
its endorser and the bank on which it is drawn, 
by brief numerical designations. This eliminates 
lengthy typewritten descriptions of items and 
greatly facilitates the handling of the work. 


The New Burroughs Transit Machine 


used in connection with the numerical system, 
offers the utmost speed and accuracy in your 
transit department. Call the nearest Burroughs 
office, for complete demonstration of the 
machine and system, or mail coupon. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


ADDING : BOOKKEEPING CALCULATING AND _ BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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SEEKING NEW BUSINESS 
ON OUR RECORD 


The Chemical Bank 
solicits not only your 
account but also the 
business and financial 
problems that go withit. 


MAKE US YOUR CONFIDANT 
AS WELL AS YOUR BANKER. 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 
B’WAY at CHAMBERS, FACING CITY HALL 
FIFTH AVENUE at TWENTY-NINTH STREET 
MADISON AVENUEat FORTY-SIXTH STREET 


The Spring Meeting 


HE annual Spring Meeting of the Ex- 

ecutive Council of the American Bank- 
ers Association will be held at Pinehurst, 
N. C., May 3-6, at which time the Council 
will receive reports of the various activities 
of the Association, and discuss many mat- 
ters of prime importance to banking. At 
this time, also, meetings of the various 
Commissions and Committees of the Asso- 
ciation will be held. Among the matters 
coming up will be the report of the Eco- 
nomic Policy Commission on_ installment 
selling. 

In this Spring Meeting the membership 
in all sections of the country is represented, 
and the occasion is one offering opportunity 
for the exchange of ideas for the advance- 
ment of banking and business. 

President Oscar Wells of Birmingham, 


Ala., will preside at all the sessions. 

The address at the family dinner will be 
delivered by Dr. Edwin Mims, Professor 
of English Literature, Vanderbilt Univer- 
sity, Nashville, Tenn. 

The many matters of importance which 
come before the Council and other depart- 
ments of the Association will be reported 
in the May issue of the JoURNAL. 
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Decline of Interest Rate 


HE rate at which banks in small towns 

lend money to their customers has de- 
clined nearly one per cent during the past 
five years, it is indicated by figures made 
public by the Federal Reserve Board. The 
average rate charged by member banks 
in small cities and towns en their cus- 
tomers’ paper rediscounted with the Fed- 
eral Reserve banks during the last month 
of the past year was 6.94 per cent. 


In striking this mean, the Federal Re- 
serve Board did not average the rates on 
all loans made by these banks but only 
on that paper, which was rediscounted by 
the reserve banks. This amounted to 
$25,000,000 during December, of which 
$12,000,000 bore a rate of 6 per cent, about 
$3,500,000, a rate of 7 per cent and 
$8,000,000 a rate of 8 per cent. This volume 
of borrowing covers only a small part of 
the customers’ paper held by the country 
banks but is about the only data avail- 
able showing the trend of rates in the 
smaller centers. 


The average rates charged by the mem- 
ber banks in towns having a population of 
15,000 or less on paper rediscounted dur- 
ing December for the past five years for 
all of the twelve reserve districts are: 


1921 1922 1923 1924 1925 
7.97 7.69 7.54 7.09 6.94 


The Reserve Board has found that the 
average rates on rediscounted paper varies 
with the changes in the relative amounts 
of paper of longer or shorter maturity that 
the banks hold and they are affected by the 
changes in the rates charged on_ other 
classes of loans. A great deal of the 
paper that country banks handle is not 
eligible for rediscount by the Federal Re- 
serve banks because it is not self-liquidat- 
ing or runs for too long a period and 
$25,000,000 is a small part of the loans 
extended during a single month. For this 
reason, the average rates can not be said 
to be exactly representative of the rates at 
which the bulk of all loans are made. 

By districts, the average rates charged 
by the banks on the paper rediscounted 
during December of the past five years 
were : 


1921 
3oston 
New York 6.11 
Philadelphia 6.03 
Cleveland 6.30 
Richmond 6.94 
Atlanta 

Chicago 

St. Louis 

Minneapolis 

Kansas City 

Dallas 

San Francisco ........8. 


District 1922 
5.82 
5.74 
5.86 
6.22 
6.74 
7.91 
7.46 
7.78 


1923 


6.00 
5.90 
5.96 
6.09 
6.30 
7.71 
7.35 
7.68 
8.87 
8.61 
9.72 
8.01 


1924 


5.96 
5.63 
5.88 
6.21 
6.34 
7.68 
7.35 
7.38 
8.61 
8.55 
9.82 
7.99 


1925 
5.81 
5.98 
5.99 
6.34 
6.27 
7.48 
7.30 
7.70 
8.16 
8.30 
8.34 
7.61 


Christmas Clubs 


ORE than one-fifth of the banks oper- 
ated Christmas clubs last year. 

In 1910 there were fewer than 50 banks 
operating clubs, whereas last year there 
were 6800 banks participating with a total 
membership of seven million persons. 
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Credit Analysis in Country Banks 


By F. S. WETTACK 


Cashier of The First National Bank of Coffeyville, Kansas 


Things to Consider When a Bank Has Funds to Put to Work 
and There is Only a Limited Supply of Loans Without a 
Blemish. Three Modes of Classification. Seven Points to Dwell 
Upon in Appraising the Applicant for All Country Bank Loans. 


HE average country bank does not 

usually have a sufficient outlet, on 

credits which are without blemish, 

for all its loanable funds. Credits 
of a high type, meeting the requirements of 
an individual seeking investment for his 
private funds, are not generally available 
to such a bank. The amount of credit 
usually required by each local enterprise is 
moderate. Many credit propositions are 
tendered such banks by individuals without 
sufficient assets to unqualifiedly commend 
the credit. 

Assuming that most country bank loans 
present some defects, the inquiry is whether 
the merits sufficiently outweigh the defects, 
to classify the loan as a “proper banking 
risk.” Perhaps the functions of the coun- 
try bank are to match the accumulated funds 
of depositors against the moderate assets 
of individuals who possess the requisite 
amount of capacity, integrity and industry, 
coupled with the proper temperament and 
mode of living. Loans upon such consid- 
erations certainly require a higher type of 
credit judgment than where the loans are 
made to individuals with adequate assets or 
upon proper collateral. The theory of coun- 
try bank credits is that loans properly made 
upon the above theory will, with the as- 
sistance of a higher interest rate, work out 
so that, notwithstanding some loss, there 
will be a net profit to the bank. 


Three Classifications 


HE classification of country bank loans 

as “proper banking risks” will frequently 
depend as much upon conditions within the 
bank as upon the borrower’s condition. A 
country bank’s loans may be roughly classi- 
fied as to the business activities of its bor- 
rowers as follows: (1) Loans to employed 
people; (2) loans to merchants; (3) loans 
to manufacturers; (4) loans to jobbers and 
wholesalers; (5) loans to farmers; (6) 
loans to dairymen; (7) loans to livestock 
interests; (8) loans to auto dealers; (9) 
loans to industrial plants. 

A further classification as to the security 
should show: (1) Loans upon real estate 
security; (2) loans where high personal 
qualities of borrowers afford chief security ; 
(3) loans upon personal indorsement; (4) 
chattel mortgage loans; (5) loans upon 
autos with dealers’ indorsements; (6) loans 
where ample assets of borrower support the 
loan; (7) loans where high earning capacity 
of borrower is the chief merit; (8) where 
borrowers (usually farmers) have minimum 
business and personal expenses; (9) loans 
and investments consisting of government 
and municipal securities. 


A further classification may be made as 
to the quick, slow and capital loans. The 
threads of all these diversified loans should 
be woven in proper proportion in the coun- 
try bank’s credit position. 

The merits of the bank’s notes based upon 
such diversified lines of activity usually will 
not be in the perfection of each individual 
note. Their excellence from a_ banking 
standpoint is founded on the fact that the 
bank does not have a large line upon any 
one interest. The banking experience of the 
years has shown that such diversification will 
enable a bank to accept moderate risks in 
proper amounts in each class. Few of the 
loans may present a perfect credit struc- 
ture. Such banking is preferable to having 
the bank’s entire credit structure based upon 
one activity. This is true, even though the 
sole activity presented a perfect credit struc- 
ture at the time the loans were made. The 
hazards of business may impair that activity 
in a very short time. The bank thus oper- 
ating may find its entire credit structure 
weakened by adverse conditions in a single 
line of business. 

A banker having a note case filled with 
notes properly diversified may enjoy per- 
fectly good sleep, even though the analysis 
of each note reveals some defects. His 
main defense to an examiner’s criticism 
would not be that they were high class 
loans, but that he does not have an exces- 
sive line of any one class, out of keeping 
with the amount of his capital or deposits. 
He would likely admit that he would have 
grave cause for concern, if all of his loans 
fell in the same class as the criticised note. 


In the Market? 


LOAN which can be said to possess 
only moderate merit, may meet all the 
requirements of a “proper banking risk,” 
provided that the entire amount of loans of 
the same class are not excessive from the 
viewpoint of the bank’s capital and de- 
posits. Where a new loan is presented and 
the bank is already over-extended on the 
same class of loans, an additional loan of 
equal quality may be subject to condemna- 
tion. 
Therefore, the first phase of loan analy- 


685 


sis should deal with conditions within the 
bank. 

Is the bank in the market for additional 
loans? 

Granted that it has surplus loanable funds, 
would the loan tendered give the bank an 
excessive line on the same risk? 

Negative answers being given to the above 
inquiries, is the tendered loan excessive, 
either from the viewpoint of the borrow- 
er’s assets, integrity, industry and tempera- 
ment, or from the viewpoint of the bank’s 
capital ? 

These points not being resolved against 
the loan, the analysis may now be adjusted 
along lines which will be indicated by the 
amount of the loan, the assets of.the bor- 
rower, the purpose for which the loan is 
made, and the conditions of the borrower’s 
employment or business. 

A considerable part of a country bank’s 
loans are in relatively small amounts to each 
borrower, and usually are not secured by 
collateral or based upon the ownership by 
the borrower of more than nominal assets. 
Their strength is afforded by the personal 
qualities of the borrower. They do not 
rank as commercial loans, yet minimum 
losses are sustained on this class of business 
and probably no bank ever came to distress 
by reason of these small loans. The essen- 
tial feature of protection to the bank is in 
proper personal qualities of such borrowers. 


Weighing the Borrower 


N connection with loans of this class, there 
may be considered as adverse or as fav- 
orable points, the following: 


(1) The age of the borrower, in relation to 
the borrower’s employment or business. 

(2) Ability of the borrower in his em- 
ployment or business. 

(3) Temperament of the borrower as 
adapted to his business or employment. 

(4) Poise of the borrower in personal ex- 
penditures. 

(5) The “moral risk” (usually present 
when the borrower’s plans work out— 
usually absent when loss threatens.) 

(6) The personality of the borrower (some- 
times chiefly valuable in inducing the 
bank to make the loan, and of doubtful 
value in providing funds for payment.) 

(7) Previous record of the borrower in 
meeting obligations. 


The above points of analysis apply in a 
measure to all country bank loans, but in 
loans of a business character there are many 
additional necessary considerations. 

A consideration of the use to which the 

(Continued on page 724) 
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Helpful Hands of a Great Service 


§ ine coming of an American Express courier to this American mother and 
her daughter, in the confusion on the dock at Havre, has changed their 
utter despair into ecstasy of joy. Perplexed, in trouble, speaking no French, 
they were hopeless. His good American words of cheer, his courtesy, his as- 
surance that it was really nothing he could not easily fix—they will never forget. 


Scenes like this are happening every day at 
the principal foreign ports. Any one of a 
thousand things may happen to trouble the 
uninitiated traveler. But not one of them 
the helpful hands of American Express Ser- 
vice cannot and does not relieve. 


This personal Service to travelers in foreign 
lands—endless in its variety, constant and 
efficient— has won the world’s good will for 
the American J xpress Company. This Ser- 
vice is not sold. It cannot be bought. It is 


freely given in the name of the American 
Express. 


Banks everywhere, appreciating the value 
of this Service, naturally assure it to their 
traveling patrons to the fullest extent when 
they sell them American Express Travelers 
Cheques. The protection which these 
Cheques give the traveler against the loss 
or theft of his funds—and that they are 
spendable and acceptable everywhere—are 
well established facts. 


American Express Co. 


6§ Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 


When writing to advertisers please mention the American Bankers Association Journal 
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Income Taxation of National 


General Counsel, American Bankers Association 


RIOR to March 4, 1923, the sole 

method by which the states could 

tax national banks, aside from 

their real estate, was by taxation 
of their shares as the property of the share- 
holders, subject to the two restrictions that 
(1) the taxation should not be at a greater 
rate than assessed upon other moneyed cap- 
ital in the hands of individual citizens of 
the state and (2) the shares owned by non- 
residents were taxable in the city or town 
where the bank was located and not else- 
where. 

There had been repeated controversies in 
the courts over questions whether the re- 
strictive provisions were violated and the 
national banks overtaxed as compared with 
other moneyed capital and finally on June 
6, 1921, the Supreme Court of the United 
States rendered a decision in the case of 
Merchants National Bank v. City of Rich- 
mond to the effect that taxation of national 
bank shares for state anl local purposes at 
a total of $1.75 upon $100 of valuation while 
the rate upon intangible property including 
bonds, notes and other evidences of indebt- 
edness in competition with national banks 
aggregated only ninety-five cents for state 
and local purposes upon each $100 of val- 
uation, was a discrimination in violation of 
the Federal Law and rendered the taxation 
of national bank shares invalid. As many 
states taxed intangibles at a lower rate than 
national bank shares, the Tax Commissioners 
of these states sought to have Congress 
amend the Federal Law (Section 5219 U. S. 
Revised Statutes) so as to permit state tax- 
ation of national bank shares at a rate not 
greater than imposed upon the shares of 
state banks. The commissioners were un- 
successful in procuring such an amendment, 
being opposed by the American Bankers 
Association. 


Alternative Income Amendment 
of 1923 @ 


HE law, as finally amended on March 

4, 1923, reenacted the share tax provision 
of Section 5219 with certain modifications 
and added two alternative permissive meth- 
ods, which would permit the states to tax 
wthe income instead of the shares of a na- 
tional bank or tax the dividends in lieu of 
either shares or income. In other words, 
as amended in 1923, Section 5219 allowed 
state taxation of national banks by one of 
three methods, namely (1) taxation of the 
shares as formerly (2) taxation of the div- 
idends as personal income or (3) taxation 
of the bank on its net income. The adop- 
tion of any one of these methods excluded 
the other two. The amendment in 1923 had 
for its object to permit states that were 
abandoning or modifying the ad valorem 


Banks 


By THOMAS B. PATON 


system of taxation to substitute the alterna- 
tive system of income taxation with respect 
to national banking associations. The restric- 
tion imposed by the Act of 1923 upon taxa- 
tion of the income of national banks was 
that “the rate shall not be higher than the 
rate assessed upon other financial corpora- 
tions nor higher than the highest of the 
rates assessed by the taxing state upon the 
net income of mercantile, manufacturing 
and business corporations doing business 
within its limits.” 


1923 Income Tax Alternative 
Not Workable 


HILE national banks in a number of 
states were desirious of procuring 
state legislation whereby they could be taxed 
on their income on the same basis as other 
corporations were taxed instead of the ex- 
isting method of taxation on the shares, it 
developed that the permissive provisions of 
the 1923 amendments which had this object 
in view were not workable for two reasons: 
(1) In states which now apply the net 
income tax method to corporations generally 
and denominate it an excise of franchise 
tax, the practice is to include income from 
all sources, including income from _ tax- 
exempt securities, in arriving at the measure 
of the tax based on the net income. As no 
franchise tax can’ be imposed in the case of 
national banks, doubt has arisen whether 
such part of the income as was derived from 
tax exempt securities could be taxed; if not, 
there would be a discrimination in favor 
of national banks. In view of _ this 
doubt, state legislatures have refused 
to place banks upon an income tax basis 
unless section 5219 was so changed as 
to permit inclusion of tax exempt securities. 
True, Massachusetts has adopted system 
of taxing the income of national banks. 
The Massachusetts law does not tax such 
income directly but imposes an excise tax 
measured by the income so as to include 
income from tax exempts. This law is of 
doubtful validity. 

(2) In states like New York, sharehold- 
ers in business corporations must include 
dividends in their personal income tax not- 
withstanding the corporation also pays a 
franchise tax measured by its income and 
this inclusion cannot be required in the case 


m 
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of national banks. The New York Legis- 
lature has heretofore refused to amend its 
personal income tax law so as to allow de- 
duction of dividends of corporations from 
taxable personal income. 

In view of these obstacles to the procur- 
ing of state legislation which would tax 
national banks on the same basis of equality 
with business corporations, a committee of 
the American Bankers Association in con- 
junction with a committee of the National 
Tax Association worked out certain amend- 
ments to section 5219 which would carry out 
the original design of the law as amended 
in 1923 and permit states to tax national 
banks on their income, in lieu of share 
taxation, on a basis of equality with other 
corporations. An identical bill containing 
these amendments was introduced in the 
House by Mr. McFadden, H. R. 9958, and 
in the Senate by Mr. Pepper, S. 3377. The 
bill passed the Senate on March 19 and 
passed the House on March 23. It was 
signed by the President March 25. The bili 


as passed is as follows: 


Text of the New Law 


E it enacted by the Senate and House of 
Representatives of the United States of America 
in Congress assembled, That section 5219 of the 
Kevised Statutes of the United States be, and 
the same is hereby, so as to read as 


follows: 
“Sec. 5219. 


amended 


‘The legislature ot each state may 
determine and direct, subject to the provisions of 
this section, the manner and place of taxing all 
the shares of national banking associations located 
within its limits. The several states may (1) 
tax said shares, or (2) include dividends derived 
therefrom in the taxable income of an owner or 
holder thereof, or (3) tax such associations on 
their net income, or (4) according to or meas- 
ured by their net income, provided the following 
conditions are complied with: 

“1. (a) The imposition by any state of any 
one of the above four forms of taxation shall be in 
lieu of the others, except as hereinafter provided 
in subdivision (c) of this clause. 

‘““(b) In the case of a tax on said shares the 
tax imposed shall not be at a greater rate than 
is assessed upon other moneyed capital in the 
hands of individual citizens of such state coming 
into competition with the business of nat‘onal 

s: Provided, That bonds, notes, or other 
evidences of indebtedness in the hands of in- 
dividual citizens not employed or engaged in the 
banking or investment business and representing 
merely personal investments not made in compe- 
tition with such business shall not be deemed 
moneyed capital within the meaning of this sec- 
tion 

“(c) In case of a tax on or according to or 
measured by the net income of an association, 
the taxing state may, except in case of a tax on 
net income, include the entire net income received 
from all sources, but the rate shall not be higher 
than the rate assessed upon other financial cor- 
porations nor higher than the highest of the rates 
assessed by the taxing state upon mercantile, 
manufacturing, and business corporations doing 
husiness within its limits: Provided, however, 
That a state which imposes a tax on or according to 
or measured by the net income of, or a franch'se 
or excise tax on, financial, mercantile. marufac- 
turing, and business corporations organized under 
its own laws or laws of other states and also 
imposes a tax upon the income of individuals, may 
include in such individual income dividends from 
national banking associations located within the 
state on condition that it also includes dividends 
from domestic corporations and may likewise 
include dividends from national banking associa- 
tions located without the State on condition that 
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it also includes dividends from foreign corpora- 
tions, but at no higher rate than is imposed on 
dividends from such other corporations. 

*“(d) In case the dividends derived from the 
said shares are taxed, the tax shall not be at a 
greater rate than is assessed upon the net income 
from other moneyed capital. 

“2. The shares of any national banking asso- 
ciation owned by nonresidents of any state shall 
be taxed by the taxing district or by the state 
where the association is located and not elsewhere; 
and such association shall make return of such 
shares and pay the tax thereon as agent of such 
nonresident shareholders. 

“3. Nothing herein shall be construed to ex- 
empt the real property of associations from taxa- 
tion in any state or in any subdivision thereof, 
to the same extent, according to its value, as 
other real property is taxed. 

“4. The provisions of section 5219 of the Re- 
vised Statutes of the United States as_hereto- 
fore in force shall not prevent the legalizing, 
ratifying, or confirming by the states of any tax 
heretofore paid, levied, or assessed upon the 
shares of national banks, or the collecting thereof, 
to the extent that such tax would be valid under 
said section,” 


Explanation of the New 
Amendments 


Slee: bill as passed provides four (instead 
of three) alternative exclusive meth- 
ods for taxing national banks, viz: 

(1) Taxation of the shares as heretofore. 

(2) Taxation of the dividends as per- 
sonal income as heretofore. 

(3) Taxation of the bank on net income 
as heretofore, and 

(4) Taxation of the bank, according to 
or measured by net income. 

The adoption of any one of the above 
methods excludes the other three with an 
exception. That exception is to accommo- 
date states which tax personal income (on 
the theory of individual capacity to pay) 
and also impose corporation franchise or 
excise taxes. The bill is designed to permit 
the taxation of national banks and dividends 
to their shareholders in such states to the 
same extent as said states tax corporations 
and their stockholders upon their dividends 
as personal income. 

Thus, the purpose of these amendments 


to section 5219 is to enable states that have 
adopted income tax methods to abandon the 
ad valorem taxation of the shares of national 
banks and apply income tax methods to na- 
tional banking associations within their 
limits, without thereby favoring national 
banks and their shareholders as compared 
with other corporations generally and their 
stockholders. In other words, to make it 
possible for income-tax states to tax na- 
tional banking associations and their share- 
holders on a complete taxing parity with 
other corporations and their stockholders. 

In order to establish complete taxing par- 
ity and to remove any question as to the 
inclusion of the income from tax-exempt 
securities as part of the measure of the 
tax based on the net income of national 
banking associations, so that the same basis 
of measuring the tax according to net in- 
come for corporations generally may be ap- 
plied to national banking associations by the 
taxing state, the bill clearly distinguishes 
between taxing national banking associa- 
tions (3) on their net income and (4) ac- 
cording to or measured by their net income. 
In the latter case the taxing state may “in- 
clude the entire net income received from 
all sources.” 

In Flint v. Stone Tracy Co. (220 U. S. 
108) the Supreme Court upheld an excise 
tax on corporations where the measure of 
taxation was the income of the corporation 
from all sources, and held that “it is no valid 
objection that this measure includes, in part 
at least, property which as such could not be 
directly taxed.” 

Therefore the amendments to section 5219 
are designed to accomplish the following: 

(a) The inclusion of income from tax- 
exempt securities as part of the measure in 
taxing national banking associations, provid- 
ing other corporations generally are sim- 
ilarly treated by the taxing state. 

(b) The.inclusion of dividends from na- 
tional bank shares as part of the net income 
of residents for the purpose of personal in- 


come taxation when, and to the same ex- 
tent as, dividends from other corporations 
generally are so included by the taxing 
state. 

The amendments to section 5219 would 
not allow an income tax state to tax divi- 
dends received by nonresidents from na- 
tional banks within its jurisdiction, but 
would allow the taxation of residents of the 
taxing state on dividends from _ national 
banks located outside the state. In both 
cases the theory is that the personal income 
tax should be levied on the individual cit- 
izen by the state where he resides. But 
the net income of a national banking asso- 
ciation would be taxed only in the state 
where the bank is located because that is 
the location of the capital and business of 
the bank. 

The language of the bill is broad enough 
to permit a state that imposes corporate 
excise or franchise taxes which are not 
based on income to apply the net income 
method to national banking associations, 
provided the burden of tax is no higher 
than that imposed upon other corporations 
generally under such excise or franchise 
tax. 

In no way do the amendments affect the 
established methods of states adhering to 
the ad valorem taxation of national bank 
shares. 

As already said, this whole subject has 
been given careful consideration by a special 
committee of the American Bankers Asso- 
ciation and a special committee appointed 
by the National Tax Association, who were 
respectively charged with the function of 
investigating the dividend and income al- 
ternative provisions in section 5219 in the 
light of the prevailing systems of personal 
income and corporation income taxation in 
the states. Representatives of these two as- 
sociations appeared before the House Com- 
mittee on Banking and Currency and gave 
it the full benefit of their studies on the 
subject. 


The Regional Savings Conferences 


HE advanced methods of savings bank 
operations, proven means of increasing 
deposits and effective ways of advertising 


savings were covered in regional confer- 
ences held during March under the auspices 
of the Savings Bank Division of the Ameri- 
can Bankers Association. 

The Mid-west conference was held at 
Kansas City, Missouri, on March 4 and 5. 
A wide range of subjects was covered—fig- 
uring and paying interest, Christmas clubs, 
analysis of savings accounts, installment 
buying, payroll deductions, school savings, 
the problem of the small $1 and $2 savings 
accounts, investment savings, thrift promo- 
tion, boys’ clubs, experience on savings bank 
advertising, reviving dormant accounts and 
various plans for the promotion of savings. 

In figuring what savings account is profit- 
able to be carried, an analysis was made 
showing that the margin of profit to a large 
bank on an average balance of $200 was 
about $2.32 annually, and that an account 
averaging $300 would afford earnings of 
about $4.55. The expense incurred in open- 
ing and handling a small account exceeds 
the revenue that a bank can earn on the 


funds deposited, it was brought out. By 
the distribution of literature and the treat- 
ment of the small account, it is possible 
to build it up to a figure that will provide a 
profit to the savings bank. 

Henry C. Brent, president of the Fidelity 
Savings & Trust Company of Kansas City 
was chairman of the Kansas City Confer- 
ence committee. 

Modern day methods of bank operation 
were reviewed at the Southern Conference, 
which was held in Atlanta on March 11 
and 12, while subjects pertinent to savings 
banking in all phases were considered during 
the sessions. 

Emphasis was laid upon the hazards that 
savings banks in the South run in handling 
accounts where there is considerable signing 
by the “X” mark, it being pointed out that 
numerous court decisions had been handed 
down holding the drawee bank responsible 
for funds improperly paid out in spite of the 
fact that they were paid in good faith. Ma- 
chine bookkeeping for savings accounts, the 
variations in the methods of figuring inter- 
est and the providing of investments for 
savings bank depositors were considered. 


Six methods of advertising were reviewed 
during the forum on this subject, while 
various methods of deposit building were 
discussed. 

Robert F. Maddox, chairman of the 
bafd, The Atlanta and Lowry National 
Bank and a former President of the Amer- 
ican Bankers Association, was toastmaster 
at a dinner given during the conference, 
which was addressed by Alvin P. Howard 
on American thrift and the forces working 
against it and by Dana S. Sylvester, execu- 
tive manager of the Savings Banks Asso- 
ciation of Massachusetts, who discussed 
modern methods of creating interest in sav- 
ings banks. 

Thomas F. Wallace, treasurer of the 
Farmers & Mechanics Savings Bank of 
Minneapolis and President of the Savings 
Bank Division, delivered the opening ad- 
dress at each conference, and presided over 
the sessions. 


Thomas I. Miller, vice-president Citizens 
& Southern Bank, Atlanta, Ga., served as 
chairman of the Southern Conference com- 
mittee. 


~ 


AMERICAN BANKERS ASSOCIATION JOURNAL 


April, 1926 


UB KS 


(fo) 


(A 


Photograph Gaken 
September, 1924 
After Eleven Years 
of Service. 


Control Daylight 
Eliminate Glave 


OU can do this with modern window equipment. “Western qy5., a R ——— 

Venetian Blinds control the intensity of daylight, eliminate  Desk—via Western Venetian Blinds. 
glare, distribute daylight evenly over a large area, and control 
ventilation. They replace both awnings and shades, present a more 
handsome, uniform appearance, and are more convenient, practical 
and economical. 


. .. Over 3000 Banks, including Federal Reserve Banks in fourteen 
cities, now use them. Mail the coupon for illustrated catalog show- 
| ing installations of Western Venetian Blinds in modern banks 
throughout America. 


Western Venetian Blinds 
“MORE LIGHT~MORE AIR~ LESS GLARE Wein 
WESTERN VENETIAN BLIND COMPANY 
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The Confused Trend of Business 


By R. S. HAWES 


Vice-President, The First National Bank in St. Louis 


Which Way Is Business Headed? Despite Numerous Favorable 


Facts, Outlook is Not Entirely Free From Concern. 


Tariff, 


Local Taxation, Stock Market Flurries, Installment Selling 
and Narrowing Margin of Bank Profits Enter Into Situation. 


HE underlying trend of business 

since the beginning of the new year 

has been somewhat inconclusive. 

Despite numerous favorable  fac- 
tors in the situation more than ordinary con- 
cern has been manifested regarding the 
business and financial outlook. 

During the past year business profits have 
been generally good and demand has been 
in satisfactory volume in practically all im- 
portant lines. Goods have been moving in 
an orderly manner from one stage of pro- 
duction to another and there is little evidence 
of over-production in either unfinished or 
finished goods. Generally, business policies 
have been conservative, with most important 
buying of a hand-to-mouth character. De- 
spite numerous complaints with respect to 
the rather widespread use of the hand-to- 
mouth buying policy, a study of the situa- 
tion seems to indicate that this policy has 
produced a somewhat better adjustment be- 
tween supply and demand, and may be ac- 
cepted as a source of benefit rather than 
weakness. 

The productive capacity of the country 
at the present time is so much larger than 
it formerly was that disturbing the balance 
might have far-reaching effects. 


The Tariff Question 


HE tariff and foreign competition in 

the United States is among the most 
important problems now confronting Amer- 
ican business. So far as direct competition 
with Europe is concerned, we have little 
cause for concern. Labor in Europe is un- 
doubtedly paid lower wages than in this 
country, but, on the other hand, the actual 
efficiency of European labor is less than 
American labor. With respect to this whole 
problem of potential European competition 
a liberal attitude of mind is essential. Until 
we have definite evidence of really detri- 
mental European competition we should go 
slow on the tariff and high protective duties. 
Such political measures are often of doubt- 
ful value, are likely to stir up trouble and 
produce retaliatory measures that do more 
harm than good to a healthy development of 
world trade. 

So far as the problem of taxation in 
this country is concerned, the situation 
from the standpoint of Federal taxes has 
been distinctly gratifying. With respect 
to this subject there are two important 
points of view that should be kept in mind. 
On the one hand we have the problem of 
Federal taxation, and, on the other, that of 
state and local taxation. The greatest dan- 
ger with which the country is now con- 
fronted lies in paying too much attention 


to the reduction in Federal taxes and not 
enough attention to the gradual increase 
that is taking place in state and local taxes. 

The people should be careful to see to it 
that the local governments do not nullify 
the benefits which they have received from 
reduced Federal taxes. It is to this field 
that our attention, with respect to taxation, 
should now be turned, before state and local 
taxation reaches the point where it becomes 
a drag upon the savings of the individual 
and a handicap to industry. 


Monopolies and Consolidations 


ROBABLY one of the most interesting 

developments that has occurred in Amer- 
ican business in the past half century, has 
been the gradual change in both the atti- 
tude of the public towards so-called big 
business and in the policies of big business 
itself. For many years the traditional 
American attitude with respect to large in- 
dustrial units was extremely antagonistic, 
because many of the earliest consolidations 
were built upon essentially selfish motives 
which expressed themselves in the old “pub- 
lic be damned” policy. Gradually, however, 
this has been changing. Big business dis- 
covered that it could not operate profitably 
without favorable public opinion. Large 
companies found that when they endeavored 
to take undue advantage of their monopo- 
listic position they inevitably failed. Public 
resentment in such cases invariably succeed- 
ed, through various types of restrictive 
legislation, in drying up the sources for 
new capital and thus forcing such concerns 
into receivership. 

The whole trend of modern large scale 
business, while it is still in the direction 
of consolidation and the elimination of un- 
economic competition, is today entirely dif- 
ferent in its purposes from what it was a 
few generations ago. The aim is no longer 
to secure monopolistic price control but 
rather to secure the largest possible volume 
of business at a price which will attract 
the maximum number of buyers. To se- 
cure volume, price must be attractive enough 
to reach the maximum number of buyers 
and hence the public is protected by the 
very requirements inherent in big business. 

Just recently another important develop- 
ment has occurred in connection with the 
organization and control of our larger in- 
dustries. This expressed itself, first, in in- 
creased opposition to the policy of many 
concerns in issuing a non-voting type of 
stock which enabled certain interests to keep 
control of an industry in their own hands 
with the minimum financial risk, and at 
the same time keep control away from those 
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who were actually carrying the heaviest 
financial risk in the enterprise. This move- 
ment has just begun and more will undoubt- 
edly be heard upon the subject in the near 
future. 


Stock Market and Credit and 
Financial Problems 


HE recent flurry in the stock’ market, 

which constituted one of the most severe 
declines experienced in the stock market 
over so short a period, has clearly shown 
us that another important change has oc- 
curred in American business relationships. 
So far as the immediate causes behind the 
recent flurry are concerned, there is very 
little difference of opinion. Stocks had 
undoubtedly gone too high as_ predicated 
upon either present or future prospects. 
The really important thing shown by this 
movement was the fact that the stock mar- 
ket no longer controls or dominates the 
industrial structure of the country as it did 
in the past. So far as our banking situa- 
tion was concerned, fluctuations in the stock 
market caused little, if any, worry for the 
reason that the country has now gotten to 
a place where changes in investment mar- 
kets can no longer dominate the sound in- 
dustrial structure of the country. 

From the financial standpoint the country 
today is infinitely stronger and more inde- 
pendent than it ever was in the past. 


Anticipating Income 


NOTHER interesting development that 
has taken place in business policy since 
the war has been in the rather extraordinary 
expansion in time-payment sales methods. 
The outstanding advantage of the plan is 
that it enhances materially the immediately 
effective purchasing power of the individual, 
depending upon the terms of payment that 
are arranged. Increasingly, students of 
credit and finance are expressing the view 
that the dangers in installment selling lie 
in extending this plan on too large a scale 
to purely consumptive goods, which have 
little permanency of value, and of extend- 
ing the deferred payments over too long a 
period. 

The danger in the installment plan ap- 
pears to lie in carrying it to extremes both 
in volume and for the length of period over 
which the credit is extended. It really 
resolves itself around the question of the 
extent to which it is safe to build up a 
credit structure based largely upon antici- 
pated income. Should something happen, 
such as a period of unemployment, grave 

(Continued on page 717) 
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ATWATER KENT 
RADIO 


Radio, a public utility 


“Radio,” says Secretary Hoover, “has passed from 
the field of adventure to that of a public utility.” 


Again Mr. Hoover: “Radio has become im- 
bedded in American life.” 


The enduring value of radio as a means of 
mass Communication was recognized at the out- 
set by the Atwater Kent Manufacturing Com- 
pany. With the conviction that the market is 
permanent we have built our factory —just as 


we have built our Receiving Sets and Radio 
Speakers—for permanence. We are in the radio 
business to stay. 


Atwater Kent Manuracturine Co., 48)? Wissahickon Ave., Philadelphia, Pa. 
A. Atwater Kent, President 
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We Now Face the Problem of 


Mexican Immigration 


By T. N. CARVER 


Department of Economics Harvard University 


Mexico’s Immigration Problem Is Just the Opposite of Ours. 
Situation Confronting Us Is one that Develops Between Neigh- 
boring Countries Where One Has a System of Public Education 
Directed Toward Practical Ends and Other No Universal System. 


UMAN beings are the only crea- 

tures that have what can _ tech- 

nically be called a standard of 

living. Other creatures multiply 
up to the limits fixed by their means of 
subsistence, if it decreases they are thinned 
out, but whether a given species is many 
or few its individuals live on about the same 
scale in the long run. 

A great majority of human beings have 
made little improvement in their standard 
of living. The general tendency throughout 
the entire history of our race has been for 
numbers to multiply as subsistence increases, 
to thin out as subsistence decreases. Even 
in modern times this tendency has shown 
itself rather frequently. 

The introduction of steam driven machin- 
ery in England in the latter half of the 
eighteenth century, commonly called the 
Industrial Revolution, brought great in- 
crease in productive capacity. This might 
have enabled the existing number of Eng- 
lishmen to have lived on a higher, or at 
least a more expensive, scale; but it came 
so rapidly that the standard of living could 
not keep up. The result was that the pop- 
ulation of England increased by leaps and 
bounds. The people took their prosperity 
in the form of larger families and a more 
rapid multiplication of numbers instead of 
in the form of more goods and satisfactions 
per person. In a single generation twice 
as many Englishmen were alive as had ever 
lived before, but the individual Englishman 
did not live very much better than his an- 
cestors had lived for centuries. 


Prosperity in Multiplication 


HE introduction of British capital, with 

extensive irrigation and other improve- 
ments in modern Egypt greatly increased the 
production power of that country. The exist- 
ing number of Egyptians might have lived 
very much better, but they also took their 
prosperity in the form of rapid multiplica- 
tion rather than in the form of more goods 
and satisfactions per person. In twenty-five 
years the population doubled, twice as many 
Egyptians were living as could have lived 
without these improvements, but the indi- 
vidual Egyptian was not. living a great deal 
better than he would have lived if these 
improvements had never come into existence. 
Similar results have come to other parts of 
the world where productive power has in- 
creased. 


“Me EXICAN peons like 
to come to this coun- 
try where business train- 
ing and capital are more 
abundant, and jobs better 
than in their own country. 
Employers who want cheap 
labor would, some of them, 
like to encourage Mexican 
peons to come to this coun- 
try. Cheap labor means 
poverty. You can not have 
one without the other. Be- 
sides the coming of Mexi- 
can peons will create an- 
other race problem similar 
to the one we now have in 
the South, and to that 
which we would have had 
on the Pacific Coast.” 
T. N. Carver. 


LA 


URING the last century in Western 

Europe and more particularly in the 
United States productive power has greatly 
increased and this made it possible to sup- 
port a much larger population or to sup- 
port the same population very much better. 
If numbers had continued to double every 
twenty-five years in Western Europe it is 
probable that no improvement in standard 
of living of the average European would 
have taken place. Instead of that they 
chose to take their prosperity, partly at 
least, in the form of more goods and sat- 
isfactions per person. In other words they 
have raised their standard of living. In 
this country we spread rapidly over new 
land areas. We also introduced labor-saving 
farm implements, and vastly increased the 
horse power of our engines and also the 
machinery to be driven by them in our 
factories. In spite of a considerable in- 
crease in population we have managed to 
raise our standard of living until it is now 
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higher than anywhere else in the world. 
It is noticeable, however, that this improve- 
ment has been greatly accelerated since the 
restriction of immigration. 

We need not fall back on a crude pres- 
entation of the doctrine of population as 
originally stated by Malthus and as repeated 
by many of his followers. That is to say, 
we are not faced, and probably will not be 
faced, in this country for centuries to come 
with any problem of general over-popula- 
tion. We have been faced and shall con- 
tinually be faced with a problem of occu- 
pational congestion, which, in a more refined 
sense, is a population problem. That is to 
say, if there should be, in any one time and 
place, more hod carriers than could be used 
with the existing number of masons, that 
part of the world would be, at that time, 
over-populated with hod carriers. They 
would be just as badly off as if the whole 
world were over-populated with people of 
all kinds. Similarly if there are in any 
given country more farmers growing crops 
than are needed to supply the non-farming 
population with food, that country is over- 
populated with farmers. Those farmers will 
be as badly off as though the whole world 
were over populated with all kinds of 
people. 

It is here that the immigration problem 
effects us. If immigrants came in the right 
proportion from all classes and occupations, 
and brought their capital with them, it is 
unlikely that we should have needed to 
restrict immigration for centuries to come; 
but if, to make an extreme assumption, 
immigrants should come mainly to join the 
hod carrier class and none to join the class 
of masons, it would soon over-populate the 
country with hod carriers and they would 
all be hard up. No such extreme danger 
as that, of course, has occurred; but a 
danger of a similar kind was actually facing 
us. Our immigrants predominantly entered 
the manual trades, rather than the intel- 
lectual occupations. Moreover they did not 
bring enough capital with them to equip 
their own labor. That tended to overcrowd 
all the manual trades and keep wages down. 


Mexico and U.S. in Contrast 


— countries have an immigration 
problem of an entirely different kind. 
Manual workers do not migrate from this 
country to Mexico, for example; managers, 
(Continued on page 718) 
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EQUIPPED FOR LEDGER POSTING 


A Revolutionary 
Time and Cost Saver 


The New Model 23 Remington 
Bank Bookkeeping Machine 


in every structural and operating 
feature is the complete answer to 
the demand for a higher mechan- 
ical efficiency than has hitherto 
been attained in bank account- 
ing work. 


In transit letter writing it is in- 
comparable because it performs 
a complete service. It types the 
entire letter, eliminates all sepa- 
rate adding, and all necessity for 
any separate record —for it writes 
either depositors’ numbers or 
names with equal facility. 


In bank ledger posting it not only 
keeps each ledger account in per- 
petual balance, but it automati- 
cally accumulates totals of both 
checks and deposits. It also ac- 
cumulates totals of balances on 


both ledger and statements, a com- 
parison of these totals furnishing 
a complete accuracy check. And 
all of these computations are per- 
formed in the simple act of post- 
ing — a triumph of speed, effi- 
ciency, and completeness. 


This new Remington, with auto- 
matic electric carriage return, and 
scientifically designed bank keyboard, 
has established new standards of 
speed and accuracy. It is a com- 
plete mechanical unit— universal 
in its application to every bank 
requirement. 


A card to us, or our nearest 
branch office, will bring a dem- 
onstration without obligation to 
yourself. 


REMINGTON TYPEWRITER COMPANY 


374 Broadway 


Bank Machine Department 


New York 


Branches Everywhere 


When writing to advertisers please mention the American Bankers Association Journal 
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Uncle Sam Buys Third Liberties 
Direct from the Public 


By LEWIS ALEXANDER 


Tried Out First as an Experiment, Plan is Adopted by Treasury. 
Gives Government an “Option on Floating Supply of Bonds. 
Whittling Down Size of Third Liberty Loan Maturity is Most 
Vexing Problem Incident to Refunding of the Public Debt. 


NCLE SAM has embarked upon 

the policy of buying direct from 

the public as a means of simpli- 

fying the most vexing problem 
the government faces in its program for 
the refunding of the public debt. Within 
the past few months, the Treasury has 
bought more than $175,000,000 in Liberty 
bonds after seeking offers from the indi- 
vidual holders of the securities that fall 
due in a little more than two years. Tried 
out first as an experiment last December, 
the plan was used again in March and prom- 
ises to be a continuing policy until the 
government succeeds in arranging for the 
refunding of the Third Liberties as the 
Third Liberty Loan 41% per cent bonds of 
1928 are popularly termed. 

While the elimination of a financial mid- 
dleman is a part of the newest plan of pur- 
chasing direct from the holders of these 
Federal securities, there is still another ob- 
ject back of the move. The Treasury de- 
sires to reverse its position so that instead 
of the government making an offer for the 
outstanding bonds, the owners of the Third 
Liberties will tender them to the department. 
This will make it easier for the Treasury 
to whittle down the size of the Third Lib- 
erties through the use of the little-known— 
if highly important—sinking fund. 


The Weakest Point 


HE refunding of the Third Liberties is 
the weakest point in the debt funding 
structure because the whole issue is not 
callable before maturity and comes due at 
one time—in September, 1928. It is out of 
the question for the government to pay off 
the whole amount, so it is planning to re- 
duce it as much as possible and renew the 
remainder. The original issue of the Third 
Liberties was more than $4,000,000,000. It 
has been cut down to around $2,600,000,000 
but the Treasury wants to slice the maturity 
into such a manageable size that the whole 
operation can be conducted without a shock 
to the field of investment and_ business. 
The money for whittling down the public 
debt is provided by the cumulative sinking 
fund which Congress created when the Vic- 
tory Loan Act was passed. It decided that, 
regardless of how much the cost of running 
the government should be any year, the 
country should set aside from its general 
revenues 214 per cent of the full amount of 


the Liberty and Victory bonds outstanding 
on July 1, 1920, and proceed to get out of 


debt. Besides, it agreed that the interest 
saved on the securities retired should be al- 
lowed to accumulate so that the sinking 
fund would grow from year to year. The 
first year the appropriation was just slightly 
more than $256,000,000 but now it runs more 
than $320,000,000. Unless the law is changed 
the time will come when the United States 
will be required to set aside more than a 
half-billion dollars annually to this fund. 

When it came to buying in the federal 
securities, Congress laid down the law that 
the Treasury could not pay more than an 
average of par on the bonds. This pro- 
visoO was not so important when the Liberty 
bonds were selling below par but now that 
the securities command a premium, the de- 
partment finds that it has little ieeway. But 
for the purchases that it made when the 
Victories were below par, the Treasury 
would have to sit with its hands folded and 
await the day when the heavy maturities 
fell due. The margin that it has is rather 
slender—and it was doubtless due to the 
diminishing offsets that the government de- 
cided to ask for tenders direct from the 
public. 


Advantage in Plan 


N the first place, it was figured that there 

would be a savings in commissions. The 
dealer charges the seller 1/32 of a per cent 
for disposing of his bonds and while these 
securities are purchased by the government 
from the dealers and brokers at a net price, 
this figure includes a commission also. Thus 
Secretary Mellon reasoned that, if the hold- 
ers could escape the commission, they could 
afford to shave down their asking price by 
this fraction. What was more important, 
however, was the judgment that the wide- 
spread announcement of the Treasury’s de- 
sire to buy the Third Liberties would bring 
such a substantial offering from individuals 
that it would not be so much at the mercy 
of the dealers and brokers, who knowing 
that the government was in the market for 
the Third Liberties would keep the prices 
up to the limit. During the fiscal year of 
1925, the Treasury paid an average of about 
101 30/32 for the Third Liberties that it 
acquired. The buying of this issue for the 
sinking fund was slight, however, because 
it used the revenues to retire maturing 


Treasury, notes which bore a higher rate of 


interest. 
One should not get the idea that Uncle 
Sam hoped to take advantage of the un- 
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informed legion of Liberty bond holders 
and drive hard bargains with them. In first 
announcing that the Treasury would grant 
the privilege of tendering the bonds, it was 
stated that purchases would be made at the 
lowest prices offered it at or below the 
price of 101% and accrued interest. At 
that time, the market rate was around 101 
and some of the holders ot the Liberties 
offered them at par to the government. In 
these cases, the Treasury wrote to the own- 
ers and directed their attention to the fact 
that the bonds were worth more than parity. 
While anxious to buy the securities at a 
reasonably low figure, the government did 
not wish to deprive the owners of their 
just due. However, the effect of the an- 
nouncement was to give the Treasury an 
option on the country’s floating supply of 
the Third Liberties and tended to create 
uncertainty until the Secretary made known 
what offers would be accepted. 


Had the Treasury elected to do so, it 
might have bought in about $176,000,000 on 
the first call, as this amount was tendered 
for sale within the announced limit. It 
decided to take only those bonds which did 
not exceed 101% in price, retiring $66,450,- 
000. How many individual tenders were 
made was not disclosed. 

When the second call for Liberties was 
made in March, the Treasury did not fix 
an upper limit, contenting itself with the 
statement that the Secretary would buy at 
the lowest prices offered. The response was 
a tender of $148,000,000 in these bonds. The 
government decided to accept all proposals 
under 101 10/32, which resulted in the buy- 
ing of $121,750,000 for the sinking fund. 
The Treasury announced that the average 


cost of the bonds would be slightly under 
101%. 


Banks Make Offers 


T is not strictly accurate to describe the 

new policy as one of buying direct from 
the public because the holders of the bonds 
are instructed to make their offers through 
banks, trust companies and_ recognized 
dealers. The Federal Reserve banks act as 
agent for the United States in all cases. A 
greater stability is given the tenders when 
they come through the banks as the gov- 


ernment is assured that they are made in 
good faith and can be regarded as definite. 


Prior to seeking proposals of sale from 
(Continued on page 713) 
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STORIES OF COLUMBIA SERVICE — No. 1 INTRODUCTORY 


TOLEDO 


ELECTRIC SERVICE 


GAS SERVICE 


O H Io 


@COLUMBUS 


Ss 


pill i 
A homogeneous group of over thirty incorporated cities, including 
Cincinnati and Dayton, and 241 smaller communities in Ohio, Ken- 
tucky and West Virginia, united by an unexcelled combination of 
land and water transportation, derives essential public utility services 
from Columbia System. Indirectly, through wholesale deliveri’s, 
Columbia System also is a factor in the supply of gas for the other 
important districts of the area illustrated above. 


| | 


Few large public utility and industrial corporations have been so 
fortunate in having within their scope of service a highly industrial- 
ized territory unsurpassed in the diversity and permanence of its 
manufacturing enterprises and the stability of its population. 


Of 257 industries classified by Government statisticians, no less than 
ninety-four are represented in Cincinnati alone. ‘This region is 


served by eight railroads and is a principal gateway not only to the 
South but to the great West. Products of Cincinnati's industries 
alone are valued at more than $600,000,000 yearly. 


In succeeding advertisements of this series we propose to give you further 
detailed information of the services performed by Columbia System com- 
panies for these communities, their industries and their homes. Invest- 
ment in Columbia System securities is, in a real sense, investment in the 
marvelous Ohio Valley, whose characteristics our stories will describe. 


COLUMBIA GAS & ELECTRIC COMPANY 


OFFICE of the 61 BROADWAY 
PRESIDENT NEW YORK 


695 
iE 
| 
iE 
E 
iE Yy Yy : 
Was 
| — CLEVELAND $s! Yy 
| YY 
=== | PENN 
AQ = “a 
J | 
| — = PA Nin yj | 
7 Yj | 
pCHARLE STON | 
| 
| | 
| 
| 
| 
| 
| 
| ] 
| 
| 
IE 
| | 
| 
| 
| 


arm Loans for Savings Banks 


By R. R. ROGERS 


President, Vermont Loan & Trust Company, Spokane, Wash. 


Total Farm Mortgage Indebtedness Approximately Nine Billion 
Dollars. Fifty-two Life Insurance Companies Have as Much 
on Farms as on City Property. European Investors Hold Five 
Considered Good Security. 


Hundred Million on Our Farms. 


ITH the disappearance of the 

American frontier, the age-old 

occupation of farming has at 

last become a business. As such 
it requires a knowledge of three distinct 
kinds of business practice: namely, produc- 
tion, marketing and finance. The first of 
these practices has been emphasized for 
some time, the second has been developed 
to some extent recently, and in the field of 
finance much has been done for agricul- 
ture. 

In discussing the nature of this problem, 
one should bear in mind that the capital 
requirements of farmers are supplied by 
two forms of loans—the long-term and the 
short-term. The long-term loan is used to 
pay the purchase price of land, make per- 
manent improvements and provide those 
forms of productive equipment which are 
too expensive to be met out of the earn- 
ings of one or two successive years. As 
security for such loans, the farmer gives 
a mortgage on his land. The short-term 
loans are used to finance the growing of 
crops from seed to harvest or to pay op- 
erating expenses until crops have been sold. 
For this kind of credit the security may 
be in the form of a chattel mortgage or 
only the farmer’s personal note. The grow- 
ing importance of mortgage loans may be 
realized by observing the census reports 
which showed that in 1920 the total farm 
mortgage indebtedness was estimated to be 
more than eight billion and is now probably 
in excess of nine billion dollars. 

To absorb this huge volume of mortgages 
there have been many investors which may 
be roughly classified as follows: 

Life Insurance Companies 

Farm Mortgage Banks 

Federal & Joint Stock Land Banks 

State Banks (and National Banks since 1913) 

Trust Companies and Savings Banks 

Individual Investors 

Trustees and Estates 

Foreign Investors 

Farm mortgage banks in the United States 
have an interesting history of pioneer 
struggles. For almost three-quarters of a 
century these institutions have performed a 
valuable service for agriculture through the 
placing of first mortgages upon farms and 
selling these securities to investors. 
Through their service of bringing the funds 
to the borrower, they have been a great 
factor in promoting the development of 
agriculture particularly in the middle west- 
ern and western states where the farm 
mortgage bankers have acted as middlemen, 
serving the eastern investors with _first- 
class securities and supplying the western 
farmers with funds. State banks, trust 
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companies, and national banks frequently 
do a very large business in farm mortgage 
securities. It is therefore difficult to give 
a definition for a farm mortgage bank 
which will include all of those operating 
in this field. 


Life Company Investments 


IFE insurance companies were the first 
and continue to be the most important 
investors in farm mortgages. By September 
30, 1925, fifty-two leading life insurance 
companies held farm mortgages of $1,871,- 
000,000 or 18 per cent of their total assets. 
An interesting comparison is their investment 
in city mortgages which at the same date 
was $2,346,000,000 or 22.6 per cent of their 
assets. At the end of 1923, the two items 
were almost parallel, $1,663,000,000, of 
farm loans and_ $1,680,000,000, of city 
loans. Life insurance investments in farm 
loans have shown an increase every year 
since 1911. Investing life insurance funds 
presents about the same problem as that of 
investing savings bank funds. Both must 
be chosen with strict regard to safety of 
principal and_ stability of income. The 
fact that the life insurance companies are 
the largest purchasers of this class of se- 
curity and continue to invest more freely 
every year is the best testimony of a satis- 
factory experience which deals in figures 
well within grasp. 

My own company has for many years 
loaned the funds of the Prudential Insur- 
ance Company on farms in Washington, 
Oregon, Idaho and Montana, and we have 
outstanding at this time $9,000,000, aggre- 
gating over 1200 loans. Six of these we 
have for one reason or another in fore- 
closure, aggregating less than $45,000. 
These loans in default are less than one- 
half of one per cent of the total invest- 
ment. In most cases these will be re- 
deemed before title passes to us. But sup- 
pose the title should pass to us, as it has 
many times in the past 39 years, we then 
have income-producing farm property, 
which we can sell at considerably less than 
going prices in that particular locality and 
in our experience, extending beyond the 
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1893 panic, good times follow bad times 
and good land is never a drug on the mar- 
ket at bargain prices for very long. 

Investors in farm mortgages of next im- 
portance are probably the vast host of 
farm mortgage bankers scattered over the 
United States. It has been estimated that 
as much as $3,000,000 of farm loans are 
taken care of for clients by farm mortgage 
bankers. However, since many mortgage 
bankers handle life insurance money, there 
unquestionably is some duplication here. 

Next in importance is the Federal Land 
Bank system. On December 31, 1925, Fed- 
eral Land Banks had farm mortgages out- 
standing of just over a billion dollars 
and the joint stock land banks $550,000,000. 
Then come the state banks, national banks 
(since 1913), savings banks, trust com- 
panies and individual lenders. 


The Farmers’ Debts 


FARM mortgage on good land is one 

of the best investments that can be 
had. The panic of 1907 showed the sta- 
bility of this class of investment, and more 
recently the period of inflation and defla- 
tion of land values and farm _ product 
prices incident to post war adjustment. 
Much has been said of the unsatisfactory 
condition of agriculture, and much of what 
has been said is true. The farmer has 
been having a tough time. His dollar has 
not had the purchasing power it should 
have. I am persuaded he has not been 
quite fairly treated in this process of re- 
adjustment. The answer to the question 
of how best to help him seemed mostly to 
focus around more credit machinery, which 
merely made it possible for him to  bor- 
row more money to pay more debts. His 
total aggregate indebtedness is greater than 
ever before. Yet, in proportion to his land 
assets, he probably is less in debt than 
the business man. The value of all farm 
property in the United States in 1925 was 
reported to be sixty billion dollars. The 
farmers’ land debt is probably not more 
than 15 per cent of its value, which is a 
rather creditable showing, probably better 
than any other class of our citizens can 
show, and an added reason why the farm 
mortgage 1. still popular with the most 
conservative lenders. 

Strange as it may seem to the people 
of the United States, European investors 
—especially the Dutch and the Scotch, both 
renowned for thrift and canniness—con- 
sider the American farm mortgage a good 
security upon which to loan money. This 
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BUSINESS 


Protective 
and 


Systems 


Many Large Banking Institutions } 


are 
Holtzer-Cabot equipped 


Emergency Alarm and 
Guard’s Systems 


Watchman’s Recorder 
Systems 


Fire Alarm Systems 


Annunciator Call 
Systems 


Coupon Booth Systems 
Telephone Systems 


Doorbell Systems 


SYSTEMS. 


NURSES’ CALL 
LL 


FIRE ALARM 
BAN 
PROTECTION 


FOR BANKS 


For the assistance of Bank Directors, Building Boards, 
and Architects who desire the latest improvements in 
protective and signaling systems for their institutions, 
the Holtzer-Cabot Electric Co. has prepared a brochure, 
“Bank Signaling and Alarm Systems,” which describes 
in detail the latest signaling systems designed for mod- 
ern banking business. 


For over fifty years the Holtzer-Cabot Electric Co. has 
developed and manufactured protective and signaling 
systems to meet the requirements of the times. 


Write for brochure, “Bank Signaling and Protective Sys- 
tems for Banks,” which gives the latest information 
about such systems. 


The HOLTZER-CABOT ELECTRIC CO. 


HOME OFFICE and FACTORY CHICAGO OFFICE 
125 Amory St., Boston, Mass. 6161 South State St., Chicago, Ill. 


MANUFACTURERS OF SIGNALING SYSTEMS FOR OVER FIFTY YEARS 


When writing to advertisers please mention the American Bankers Association Journal 
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Safeguarding Building Loans 


By WALTER B. BAKEWELL 


Vice-President, Mercantile Trust Company, San Francisco 


Granting and Disbursal of Building Loans Involves Number of 
Problems and Hazards Not Found in Ordinary Real Estate Loans. 
Requiring More Attention Than Other Advances, Fees May 
Be Properly Charged. Bank’s Lien Should Always Come First. 


URING the past few years our 

whole nation has been engaged in 

a building movement without 

precedent in its scope and dura- 
tion. Asa result the demand upon our sav- 
ings banks and other loaning agencies for 
construction or building loans has been very 
great, and at present a large proportion of 
real estate loans granted in the ordinary 
course of business comes under this classi- 
fication. 

The granting and disbursal of building 
loans involves a number of problems and 
hazards which are not found in ordinary 
real estate loans. By ordinary loans I mean 
loans secured by fully developed property, 
where the improvements have been com- 
pleted prior to the granting of the loan. 
These problems and risks call for special 
consideration on the part of the lending 
institution if trouble is to be avoided. [f, 
however, proper precautions are taken and 
proper procedure observed in handling these 
loans, they can be considered perhaps more 
desirable and may be more profitable than 
ordinary loans. They are desirable because 
the security is new and modern and for 
several years will not be subject to any 
considerable shrinkage due to either depre- 
ciation or obsolescence. They may be profit- 
able, provided the bank takes care to see 
that it is compensated for the additional ser- 
vice it performs in connection with such 
loans. 

In the ordinary real estate loan, the pro- 
cedure is quite simple and leaves little room 
for error of judgment or of practice. The 
appraiser has his own methods of deter- 
mining the value of security offered, whether 
it be by referring to past and recent sales, 
by his own knowledge of going values and 
construction costs, or by determining the 
rental value in comparison with other prop- 
erties. Having determined the loan value 
of the property, it then remains for the bank 
to see that title rests in the borrower, subject 
to the first lien of the bank. This is ac- 
complished through the medium of a title 
insurance company, or if such an institu- 
tion is not available, then by search of the 
abstract on the part of the bank’s attorney. 
Recording of the necessary instruments, de- 
livery of policy of title insurance and other 
required insurance and disbursal of the loan 
completes the operation. 


Loaning on Imaginary Security 


N the case of the building loans, how- 
ever, the bank is asked to loan on secur- 
ity, a portion of which does not yet exist 
except in the imagination of the applicant, 
and the only evidence of which is at best a 


set of blueprints and specifications. The 
making of such a loan therefore calls for 
certain procedure which will permit the con- 
struction of the proposed building with funds 
furnished largely by the bank and disbursed 
in such a manner and under such conditions 
that at any stage in the operation, the bank 
will be protected with a proper margin of 
security, and also so that whatever happens 
to the owner or contractor the building can 
be carried to successful completion, without 
impairing the margin of the bank’s security. 

In handling building loans, there should be 
a definite procedure. 

The lot, of course, can be accurately ap- 
praised in the usual way. The plans and 
specifications of the building should be care- 
fully studied and the probable cost esti- 
mated, based upon the size and number of 
rooms, material to be used, and type of fin- 
ish and workmanship. 

The appraiser should arrive at his own 
estimate of cost, basing this on his knowl- 
edge of such matters and on comparison 
with similar buildings whose cost is known 
to him. He should check his calculations 
possibly on a square foot basis or on a 
cubic basis, and finally check against the fig- 
ures submitted under competitive bids. He 
should not accept the owner’s statement as 
to the cost of the proposed building, but 
his final judgment should be the result of 
several independent methods of analysis, and 
needless to say should be conservative and 
make due allowance for the present high 
building costs. The merit of a real estate 
loan was never yet adversely affected by a 
low appraisal. 


Preserving the Bank’s Lien 


ARE should be taken that no licns be 

allowed to come ahead of the bank’s 
first lien. The contract should be filed after 
the mortgage or deed of trust goes on rec- 
ord. If by any chance the contract is re- 
corded first, it should be cancelled and put 
back on record after the bank’s lien. 

No material should be delivered on the 
job or any work started before the bank’s 
lien is recorded. If by any chance this has 
been done, then either the bank or prefer- 
ably the title company should see that any 
obligations so incurred have becn imme- 
diately paid for and discharged. In such 
an event, the safest procedure is to pass the 
problem to the title company, requiring it 
to issue a policy insuring title and protect- 
ing the assured against any liens which 
might accrue. The title company in turn 
can protect itself by a bond or otherwise. 

The bank, in disbursing its loan, should 
be careful to see that its funds are paid 
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over to the contractor; otherwise if di- 
verted to other uses, the contractor could 
later file his lien on the building and thus. 
possibly prevent its completion. If no con- 
tractor is employed, but work done by the 
borrower himself, the bank should satisfy 
itself that his bills for material and labor 
are met as the work progresses. 

Finally, the bank should hold out the 
last quarterly payment, until 35 days after 
notice of completion has been filed, so as 
to protect against any mechanics’ liens be- 
ing filed against the building. 

On any contract of major importance, 
the owner should require the contractor to 
file with his contract a bond in an amount 
of one-half of the contract price. 

These precautions will preserve the bank’s 
lien and also the required margin of se- 
curity. 


Inspection of Work 


HE bank’s officials should inspect the 

building at least four times during its 
construction, the inspection periods coincid- 
ing with the four regular payments to the 
contractor. The purpose of inspection is 
to see that work has progressed to the point 
where payments are due, and also particu- 
larly to see that the building is being con- 
structed according to the plans and specifica- 
tions submitted. These inspections are not, 
of course, equivalent to an architect’s super- 
vision, and are necessarily rather superficial. 
However, it is possible to determine that 
the building is of the size originally pro- 
posed, that the equipment and finish are 
up to specifications, and that the bank is 
net being defrauded of any of its security. 


Disbursing the Loan 


AYMENT for a building is usually ar- 

ranged for in four equal payments, 
which come due at various stages of com- 
pletion as follows: 

First payment—When frame is up. 

Second payment—When brown coat of 
plaster is completed. 

Third payment—When building is com- 
pleted and accepted. 

Fourth payment—Thirty-five days after 
notice of completion has been filed. Where 
the work is under the supervision of an ar- 
chitect, a certificate should be furnished by 
the architect, stating that work has pro- 
gressed to the point at which a payment is 
due. If no architect is in charge, the bank’s 
inspector should file his report before the 
payment is disbursed. 

The bank should insist on the owner put- 
ting all of his own money in before any 


(Continued on page 727) 
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This advertisement ts 
the second of a series 
of pages in two colors 
in The Saturday Eve- 
ning Post and_ black 
and white adaptations 
in The Literary Digest. 


SANK cHEC Why 
leading bankers everywhere 
are supplying their depositors 
with these safer, more 
beautiful checks 


RE you aware of the dangerous route 
every check must travel between your 
desk and the security of the teller’s window 
at your-bank! Do you know that over $100,- 
000,000 is lost annually through check fraud! 
Leading bankers everywhere are alert to 
these startling facts. They know that massive 
doors—steel vaults—barred windows—special 
policemen are useless in the “service of pro- 
tection” they give the funds of their customers 
if the checks which represent real money are 
unprotected in circulation. 


Checks that resist alteration 


As a result, these progressive bankers provide 
their customers with checks which are known 


because Super-Safety Checks 
are issued only on the order 
of a bank—never sold in 
blank—there is no chance for 
a criminal to get hold of the paper. To pre- 
vent counterfeiting, every sheet of the famous 
Super-Safety Paper is guarded as the Govern- 
ment protects bank-note paper. 


Look at your checks and see if the words 
Super-Safety and the symbol of safety, the 
eagle—appear on every one as illustrated in the 
picture below. If they are there you can rest 
assured that every check you send out will resist 
the skill of the check-fraud artist. Moreover, 
you will then know that the confidence you have 


Why most banks 
supply colored 
checks 


The sensitive colors of 
safety checks resist 
alteration as the plain 
white surfaces of old- 
fashioned checks never 
could! In the skilfully 
laid-on Super-Safety 
colors there is unques- 
tioned protection for 
your bank account. And 
they serve another im- 
portant purpose—their 
beauty lends distinction 
to your signature. 


in your banker is well placed, 
because you will see that he is 
taking every precaution to safe- 
guard your funds—outside his 
bank as well as inside. 


Their beauty does you credit 
Super-Safety Checks have an authoritative 
“look” and “feel” which do credit to your signa- 

ure. Their colors are pleasing—their designs 
beautifully executed. They are easy to write 


on. It is a real pleasure, a business and social 
distinction to-send them out. 


Send for sample test-check and booklet 


Test for yourself the power of Super-Safety 
Checks to prevent alterations. Send for a 


to defeat the check tamperer’s skill—Super- 
Safety Checks.” These remarkable checks are 
the safest and the most beautiful provided by 
any bank today. Any attempt at alteration 
by knife, acid or rubber erasure causes a glaring 
white spot on the intricately tinted stock. And 


Super-Safety Checks come in several beautiful colors. 
They are often bound in rich, handsome Antique Moorish 
covers of several styles and sizes—designs convenient for 

personal and business use. 


sample check with instructions for testing it. 
Also, our new booklet written by a national 
authority on family finance, “How to Get More 
for Your Money.” Bankers Supply Company, 
Division of The Todd Company, sole manufac- 
turers of Super-Safety Checks, Todd Greenbac 
Checks and the Protectograph. Chicago, 
Rochester, New York, Denver. 
© 1926, The Todd Company 
BANKERS SUPPLY COMPANY 
DIVISION OF THE TODD COMPANY 


5050 South State Street, Chicago, Ill. 


Please send me a free sample test-check and your : 
booklet, “How to Get More for Your Money.” H 


Your depositors will appreciate your giving them 
this modern “‘service of protection” 


Tue visible precautions you take to protect the funds 
within your bank win the confidence of your depositors 
_as they enter the building. 

Yet your depositors may not be aware that you, by 
supplying them with Super-Safety Checks, are ex- 
tending the modern “service of protection” to their 
checks in transit. 

Your depositors will appreciate the value of this 
complete service you are giving them, as they read such 
compelling advertisements as the one shown above, 
which are appearing in The Saturday Evening Post 
ond The Literary Digest. And it is reasonable to 


suppose that other readers are opening their check- 
books and looking to see if the Super-Safety trade- 
mark is on the checks furnished by their bank. 

When you consider how little Super-Safety Checks 
cost, it is surely a wise move to give your bank and 
its depositors the benefit of this super-check. <A 
Super-Safety representative is at your call. Bankers 
Supply Company, Division of The Todd Company, 
5950 S. State St., Chicago, Ill. Sole manufacturers 
of Super-Safety Checks, Todd Greenbac Checks and 
the Protectograph. Chicago, Rochester, New York. 
Denver. 
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Should Country Banks Purchase 
Commercial Paper? 


By W. O. ALEXANDER 


Cashier, First National Bank, Eldorado, Texas 


An Ideal Form of Investment for Temporary Funds Because 
of Safety, Convenient Maturities and a Fair Rate of Interest. A 
The Percentage of Loss in a Three-Year 
Period. Average Yield Compared with High Grade Bond Yield. 


Bit of History. 


HERE are periods more or less reg- 

ular in their appearance when there 

is a considerable surplus of cash on 

hand, the result of temporary local 
prosperity. In this district that condition 
may result from sales of wool and mohair, 
cotton, lambs or cattle. It is the problem of 
the banker, who is the temporary custodian 
of these funds, to find employment for them 
that will not only be safe and earn at least 
the amount of the expense incident to taking 
care of them, but will also insure their im- 
mediate availability when depositors begin 
to call for them. 

In handling funds which are committed to 
the care of banks in the form of demand 
deposits, the first duty of the bank is to 
the depositor, who thus trusts him with his 
money. His second duty is to the stock- 
holder, who has placed in the banker’s hands 
a portion of his capital with the expectancy 
of a fair return on the investment. In addi- 
tion to these there is the obligation to the 
community in general in which the bank is 
located. The bank is almost wholly depen- 
dent upon the prosperity and godd will of 
the community for its success and, conse- 
quently, should assist it in every way con- 
sistent with its obligations to the depositor 
and stockholder. We should consider this 
latter obligation in the handling of all the 
funds coming into the bank. If there are 
local needs for our funds, these should be 
considered first and taken care of first, but 
with reservations. 


Experience With State Funds 


E cannot afford to place temporary 

funds locally unless we are sure of 
being able to collect in a definite and short 
time. In my particular locality it has never 
been difficult to lend money locally, but 
sometimes we have difficulty in getting it 
back on call or at maturity of the obliga- 
tion. In this district we have little demand 
for money from a source which will abso- 
lutely guarantee its return or payment in a 
short time. As an illustration of this fact 
I will refer to our own experience. In 1919 
and 1920 we had some state funds which we 
thought we needed, but did not. We knew 
they might be called for in a few months, 
but since we had to pay a high rate of 
interest to get the money, we had to lend 
it. We did this locally with the positive 
understanding that those notes were to be 
paid at maturity, which in no case was 
longer than six months. As a result of the 


calamity of 1920, we still have some of the 
renewals of those notes in our cases, charged 
off, of course. We got various experiences 
and lessons during those months. In addi- 
tion to other things we learned that deposits 
of that character are not desirable for coun- 
try banks and that the class of security we 
have will not insure prompt payment of 
notes at maturity. 

In choosing for our funds outside invest- 
ments which will be satisfactory in every 
way, we must consider Safety, liquidity and 
earning ability, and they should be consid- 
ered in that order. We may have choice of 
call loans, short and long term bonds, bank- 
ers acceptances and commercial paper. Call 
loans in normal times are safe and liquid 
and yield a fair return, but in times of 
depression, as in 1914 for instance, they do 
not always prove to be call loans in reality. 
Ordinarily the interest rate is fair but un- 
certain, and fluctuates too much for us. To 
the ordinary country banker that class of 
security is not desirable or sufficiently avail- 
able, because the borrowers in New York 
City are not interested in as small amounts 
of money as we have individually for in- 
vestment. Much time is often wasted in 
pooling our funds to make an amount which 
will be attractive to them. High grade 
bonds usually yield a fair, satisfactory re- 
turn, but owing to the time they are to run 
they can hardly be said to be available. Ac- 
ceptances, or bankers acceptances as they 
are usually called, are available, safe and 
have convenient maturities, but owing to 
their scarcity and the low rate of interest 
they can hardly be depended upon to serve 
us in this way. The present rate on them, 
maturities forty-six to ninety days, is 35% 
per cent, which would probably little more 
than pay the expense incident to the care 
of such funds. 


Commercial Paper Ideal Outlet 


.. paper makes an almost 
ideal outlet or means for the handling 
of this money. 
most want—safety, convenient maturity and 


It has the characteristics we 


fair rate of interest. Commercial paper 
has undergone considerable evolution. At 
first it consisted only of notes made to run 
thirty, sixty, ninety or 120 days, given by a 
retailer or possibly a jobber to the whole- 
saler or manufacturer in settlement for a 
bill of goods or material for which he could 
not pay in cash. This note was taken to the 
local bank and re-discounted. This class of 
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notes, being the direct result of a particular 
commercial transaction, was called commer- 
cial paper. A little more than fifty years 
ago, commercial paper, in somewhat its 
present form and meaning, came into ex- 
istence. At present it is the direct obliga- 
tion of some firm or corporation of high 
credit standing and is usually not directly 
secured, but in some cases may be, dependent 
upon the arrangement with the broker who 
is to handle the paper. The interest rate 
at present ranges from 4 per cent to as high 
as 5% per cent, depending upon the credit 
standing of the firm and the time the paper 
is made to run, the latter rate being for 
twelve-month maturities. It is available for 
bankers, and the most desirable maturities 
are sixty to 120 days. 

Now we want to know first, and correctly 
so: Is it safe? In 1907 it won its place as 
a dependable, quick asset, proving at that 
time to be the best secondary reserve held 
by large banks. Since then it has rapidly 
gained in favor. Its safety is based upon 
the financial ability of the maker. Before 
a firm can float its paper it must have al- 
ready made a success and a reputation; it 
must prove to the broker who is to float the 
paper by both financial statements and state- 
ments showing operating costs that it is 
worthy of the credit asked for. Our leading 
brokers are among the highest class of credit 
men we have, and I am informed cooperate 
fully with the credit men of our largest 
banks. The information obtained from them 
may be absolutely depended upon. 


Rate of Loss 


F the country banker wishes to deal direct- 

ly with a broker for his paper, then his 
city correspondent will make recommenda- 
tions, helping him to select a reliable firm. 
In the history of banking in this part’ of 
Texas there has never been a more trying 
time generally over the United States than 
the eighteen months ending July, 1921. Dur- 
ing that period approximately $4,000,000,000 
worth of this paper passed through the hands 
of brokers in the United States. The final 
net loss on all this paper, as determined by 
the National Credit Office, was only $4.70 
per $1,000. During the past three years the 
loss has only been one-tenth of that, or 
forty-seven cents to $1,000. If we buy all 
offerings of commercial paper indiscrim- 
inately, our maximum loss in years of de- 
pression would not be over $5 to $1,000, 
while in normal years it would not exceed 

(Continued on page 723) 
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T 120 Broadway, New York City, 
A the handsome offices of Eastman, 

Dillon & Company are most fit- 
tingly floored with Armstrong’s Cork 
Tile. Eight thousand square feet of 
9” x 9” alternate medium and light tile. 
The architect is Harry M. Clawson of 
New York. 


ROM Broadway, north, south and west 

all over the country, you will find mod- 
ern banks and offices equipped with Arm- 
strong’s Cork Tile Floors. 


Cork Tile is inherently the material for 
beauty, harmony and foot comfort. And 
Armstrong’s is the cork tile for durability 
and ultimate economy. 


For those who must work on their feet 
it is the ideal floor. Quiet to the tread, 
noiseless as a carpet, nonslippery, resilient 
— Armstrong’s Cork Tile Floors have 


for Banks 


brought relief to hundreds of bank em- 
ployes. 


Architecturally Armstrong’s Cork Tile 
floors are suited to the banking room as 
though designed for it alone. Three shades 
of brown and various sizes permit the 
planning of an Armstrong’s Cork Tile floor 
that will harmonize with any banking 
room, old or new. 


Send for a sample tile and the book, 
‘“Armstrong’s Cork Tile Floors,” illus- 
trated in color. They will give you an 
idea of the effect this handsome flooring 
would give in your bank. 


ARMSTRONG CorRK & INSULATION COMPANY 


Division of Armstrong Cork Company 


176 TWENTY-FOURTH STREET 


PITTSBURGH, Pa. 


Also manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers pleasé mention the American Bankers Association Journal 
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The Safety Zone in Auto Financing 


By C. C. HANCH 


General Manager, National Association of Finance Companies 


United States Spent Four Billion Dollars for Automobiles During 


1925. 


Seventy-five Per Cent Bought on Instalment Plan. 


Bank Deposits Furnished Larger Part of Credit Required. Loss 
Ratios on Paper Small So Far. Should Hold to Standard Terms. 


ROM the inception of the automo- 

tive industry, manufacturers always 

have sold substantially all motor ve- 

hicles at wholesale under terms of 
sight-draft against bill of lading—cash in 
advance of delivery of goods. It has been 
their “yardstick” for measuring wholesale 
terms of payment, and their strong current 
position is attributed by them to this policy 
of sight-draft against bill of lading. This 
“yardstick” is one of the most conservative 
and arbitrary that has ever been used ex- 
tensively in any industry. It has been ad- 
hered to tenaciously by all automobile man- 
ufacturers regardless of their strength or 
weakness. In all other respects, except pat- 
ent cooperation, they have engaged in the 
keenest kind of competition. 

In the beginning of the industry, auto- 
mobile dealers sold all cars at retail for 
cash. This was a matter of necessity rather 
than choice, and not because there was no 
demand for automobiles on the instalment 
plan. At that time manufacturers vigor- 
ously opposed the sale of automobiles at 
retail on the instalment plan, but as pro- 
duction increased and pressure on the 
dealer by the manufacturer became greater, 
enlargement of the dealer’s credit was es- 
sential. 

As a matter of fact, adequate credit al- 
ways has been the greatest need of the 
automobile dealer. The average dealer al- 
ways has had some difficulty in financing 
a stock of cars on his salesroom floor, par- 
ticularly in the winter time. This diffi- 
culty has been lessened as a result of the 
growing confidence in the automobile in- 
dustry on the part of bankers generally. 
Automobile dealers have become recognized 
as legitimate merchants entitled to credit 
accommodations similar to those extended 
to merchants in other lines. However, ow- 
ing to the great demand for motor cars, 
automobile dealers are required to do a 
greater volume of business in proportion 
to their capital than merchants in other 
lines, and in consequence they require pro- 
portionately greater credit. 


Finance Companies Appear 


N addition to this credit need for financ- 

ing cars at wholesale, car dealers found 
that th<ir ordinary banking connections had 
entirely inadequate facilities for financing 
retail time sales. This shortage of credit 
for wholesale financing and almost com- 
plete absence of credit for retail financing, 
resulted in the development, some ten years 
ago, of a number of automobile finance 
companies, which were, in effect, highly spe- 
cialized commercial bankers. The arrange- 


ORE thar three- 

fourths of all motor 
vehicles are sold on the in- 
stalment plan. During 1925, 
the total volume of auto- 
mobile paper financed was 
$3,000,000,000, but not 
more than half of this pa- 
per was outstanding at one 
time. Bank deposits fur- 
nish much the greater part 
of the credit required for 
financing automobile time 
sales. The author expresses 
the belief that, if credit 
were withdrawn, the sale of 
these motor cars would not 
exceed 35 per cent of pro- 
duction. A survey shows 
the loss ratio, thus far, has 
been. small. 


ment enabled the retail buyer to pay for 
his automobile out of his income without 
the investment of material capital. 

The practice of making purchases out 
of income was not new. Such articles as 
furniture, musical instruments and jewelry 
had been successfully sold on the instal- 
ment plan for a number of years before 
this method was employed in the automo- 
bile industry, and farther back than ten 
years ago certain automobile dealers, large- 
ly through local credit arrangements, had 
sold a limited number of motor vehicles on 
the instalment plan. But prior to ten 
years ago the volume of instalment. sales 
of automobiles was insignificant. Mass 
production of automobiles closely followed 
the development of automobile finance com- 
panies, and it is obvious that without these 
organizations mass. production could not 
have been continucd and increased. 

Of late there has been some criticism of 
the volume of instalment sales in general 
and of automobile financing in particular 

In order to set at rest idle speculation, a 
careful tabulation has been made, based upon 
authenticated factors which shows, with ap- 
proximate correctness, the total volume of 
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retail automobile paper during the past year, 
and the maximum amount outstanding at a 
given time, which is the important item to 
bear in mind. The tabulation follows: 
Total wholesale value of cars and 
trucks $3,000,000,000 
Dealers’ gross discount to cover all 
expenses and net profit 
War excise 
Freight and delivery charges 


800,000,000 
100.000,.000 
200,000,000 
Total retail value of cars and trucks.$4,100,000,000 


Total value motor vehicles sold for 
1,000.000,000 


Total value motor vehicles sold on in- 
stalment plan 3,100,000,000 


Total amount of cash down payment. 1,000,000.000 


Total amount deferred payments on 
new cars ... $2,100,000,000 

Total amount deferred payments on 
used cars 900,000,000 


Total volume new and used car paper 

financed during year $3,000,000,000 
Total amount of paper outstanding at 

given time 

The total amount of automobile retail 
paper outstanding at a given time is based 
upon the fact that the average note taken 
in partial payment for a motor vehicle is 
payable in twelve equal monthly instalments. 
Paper which is paid out in less than 
twelve months offsets the small proportion 
of paper which runs longer than twelve 
months. The total amount of automobile in- 
stalment paper for the past year is subject to 
proof by multiplying the number of financed 
vehicles by the average instalment note. 

An average of 75% per cent of all motor 
vehicles is now sold on the instalment plan. 
According to the National Automobile 
Chamber of Commerce figures, there were 
produced 3,833,000 passenger cars and 492,- 
000 trucks during 1925. The 1925 average 
note, at time of purchase, on new cars was 
about $530, and the average note on new 
trucks was about $765. The 1925 average 
note, at time of purchase, on used cars was 
about $280, and the average note on used 
trucks was about $380. The ratio of used 
cars traded in on new cars was eighty used 
cars to every hundred new cars sold. 


Part That Banks Play 


HE combined capital of automobile deal- 

ers and finance companies is only a small 
part of the sum outstanding in automobile 
t:me sales paper. Therefore, it is safe to 
say that bank deposits furnish much the 
larger part of the credit required for financ- 
ing automobile time sales. It will be inter- 
esting to know how widely the burden is 
distributed. Two hundred and fifty repre- 
sentative finance companies, including all of 
the large companies, have reported an ag- 
gregate capital, surplus and undivided profits 

(Continued on page 728) 
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ALL IN THE DAY’S WORK 


3:00 P. M.—Guardian ofticer calls on one 
correspondent’s debtor in Cleveland, who 
is well behind in his account. A settle. 
ment is arranged to their mutual advan- 
tage, and the correspondent is surprised 
to receive not only payment, but interest 


on the SS 


WHEN the affairs of Guardian correspondents 
call for prompt and intelligent action at Cleve- 
land, it is reassuring to know that banking, 
trust, investment or organization problems 
coming by mail or wire receive immediate, 
experienced, and concientious attention at the 


GUARDIAN 
TRUST COMPANY 


623 Euclid Avenue, Cleveland 


Resources More Than $120,000, 000 


When writing to advertisers please mention the American Bankers Association Journal 
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New Books on Finance and Economics 


THE COST OF GOVERNMENT IN 
THE UNITED STATES. By The Na- 
tional Industrial Conference Board, New 
York. 138 pages. $2.00. 

The National Industrial Conference Board 
of New York City has just got out the 
above entitled book which ought to be read 
by every banker, merchant, industrialist and 
business man, and by every intelligent citi- 
zen of this country. As its title implies, the 
volume aims to present—and succeeds in 
performing this task—a comprehensive, bal- 
anced and scientific account of the cost of 
running the various governmental author- 
ities of this country. It constitutes the sole 
attempt to cover all phases of the public 
finances not only of the Federal government, 
state governments and the principal cities 
of the United States, but also the tens of 
thousands of local civil units that have the 
power to levy taxes, disburse public funds 
and incur indebtedness. The volume does 
not stop with presenting only the facts; it 
goes further and affords the basis for prop- 
erly appraising the functions of govern- 
mental authorities and scientifically inter- 
preting the phenomenal growth in collective 
activities. 

From the standpoint of the public the 
principal merits of this valuable work of the 
National Industrial Conference Board lies 
in its simplicity of presentation and avoid- 
ance of such technical terms as only the 
expert can understand. Eleven charts ac- 
company the textual discussion and _ the 
tabular matter, and these help to illuminate 
the problems discussed to a marked extent. 

While the Federal government is making 
continued headway in reducing expenditures, 
taxation, and public indebtedness, it is sig- 
nificant to note that state and local govern- 
ments have been pursuing and continue to 
pursue the reverse policy. Tax burdens are 
mounting, expenditures are increasing and 
public debts are growing by leaps and 
bounds. The volume under review does not, 
however, disparage this tremendous growth 
in state and local functions on the mere 
basis of the rapid increase in their cost, if 
only public monies were disbursed efficiently 
and without waste. It indicates that some 
projects, even though they may be wisely 
and properly conceived and may be efficient- 
ly carried out, may not be opportune from 
the standpoint of the best public interest, 
since there are times when the community 
is so heavily burdened with past and current 
obligations that it cannot undertake new 
functions and new improvements, no matter 
how laudable they may be. 

It is interesting to observe that the num- 
ber of persons on the public payroll in 1925 
was 2,800,000, which was 60 per cent in ex- 
cess of the figures estimated for 1913. In 
addition there were 900,000 persons sup- 
ported by pensions, annuities and allowances 
granted by governmental authorities (in- 
cluding veterans of the World War) and 
about 500,000 persons, on the average, in 
public almshouses and penal, charitable and 
eleemosynary and correctional institutions. 
The direct cost of the service rendered by 
employees on the public payroll amounted 
to $4,300,000,000, an increase of about 23 


per cent over 1923, and the annual payroll 
of active and inactive employees and the 
expense of governmental charges combined 
is estimated at $5,140,000,000 annually. This 
represents about 8.1 per cent of the national 
income in 1924 and 37.3 per cent of the 
amount paid out in wages and salaries com- 
bined by all manufacturing plants in the 
country in the latest census year, namely, 
1923. 

Approximately every ten persons gain- 
fully employed in occupations other than 
governmental pursuits support one person 
on the public payroll (including govern- 
mental charges), and the annual cost there- 
ot is about $126 per person gainfully oc- 
cupied and about $46 for every man, woman 
and child in this country. 

On the whole the Conference Board has 
performed a distinct public service in pre- 
senting in a most lucid form a résumé of 
the progress of governmental finances in 
recent years, and affording a complete con- 
spectus of governmental activity in this 
country at the present time. 


BANKING THROUGH THE AGES. 
By Noble Foster Hoggson. 128 pages. 
Published by Dodd, Mead & Company, 
New York. 

This is a swift moving and tersely writ- 
ten story of banking in antiquity, recount- 
ing the outstanding contributions that the 
“dim, remote ancestry of ours” made toward 
evolving the system of money on which 
the business of the world is now conducted. 
It does not seek to tell a continuous tale 
of the development of banking, being more 
largely a series of colorful chapters about 
the shifting scene of financial supremacy, in 
“the wild chaos” of ancient and medieval 
times. 

Out of the dust of past ages, the author 
retrieves items that are alive in their asso- 
ciation with present day prejudices, facts 
and fancies. The beginning of real coinage, 
he recounts, was about 690 B.C. as gathered 
from the graven records of the Assyrian 
Sennacherib, who in describing the casting 
of winged lions for the place, said he 
“fashioned molds of clay and poured the 
bronze as easily as though I were casting 
half shekel pieces.” As the cow was once 
the chief standard of value in barter, so 
the Latin word for money, pecunia, was de- 
rived from pecus, cattle. The first safety 
deposit business, he finds, was run twenty 
centuries before the Christian era when 
the statutes of Hammarubi, in Babylon, as 
early as 2000 B.C. showed its existence in 
providing, “If a man gives to another sil- 
ver, gold or anything else to safeguard, 
whatsoever he gives, he shall show to wit- 
nesses, and he shall arrange the contracts 
before he makes the deposits.” Digging 
into the records of primitive society, he 
brings forth disclosures like these to show 
even in those days banking services were 
being rendered. 

The highly developed system of banking 
during the Roman era of prosperity, the 
rise in power of the Jew as money lender 
and banker due to the canons of the church 
that Christians could not charge interest 


on the loans of money, the financing of the 
Crusades and the Venetian fleets, the re- 
naissance of banking in Italy with the 
ascendancy of Florence and Genoa, the Flor- 
entine Guild and the famous Bank of the 
Medici, the remarkable Beneviste de Porta, 
the first famous financier of Barcelona to 
whom the monarchs of nations looked for 
funds—the part that these figures played in 
financial history is touched upon in broad, 
vivid strokes. To the Florentine bankers, 
we are reminded, we must attribute many 
terms in our banking glossary, including the 
words cash, bank, journal, debtor and 
creditor. 

How England acquired a national debt 
and a central bank of issue as the “unfore- 
seeable fruits of the tyranny of the Stuart 
kings,’ Charles I and Charles II, is narrated 
in one chapter, while the following informs 
us that clipped coins led to the establishment 
of the Bank of Amsterdam when the Dutch 
were supreme in commerce. The rise of the 
Rothschilds is related in an engagingly 
brief and simple way by the author, who 
reveals that the erstwhile son of a Jewish 
pedler saw a messenger from the battlefield 
at Waterloo kneel upon entering the pres- 
ence of the exiled French King at Ghent, 
sensed the fall of Napoleon and hurried to 
London where he bought consols at bargain 
prices and made a billion pounds profit. The 
establishment of the bank of the Vikings, 
the first publicly chartered bank, and the 
finances of the French Revolution when 
banking was virtually suspended with the 
burning of the assignats are treated in 
this readable book. 


INVESTMENT. By Hasting Lyon. 
Houghton Mifflin Company, Boston. 
pages. $4.50. 

The author devotes thirty chapters to dis- 
cuss in detail how one may judge the com- 
parative risks involved in the various pos- 
sible commitments of capital. Mr. Lyon 
states at the outset that “it would be absurd 
to say that one could learn how to invest 
from a book,” but asserts that it can help 
by indicating the nature of the facts to be 
taken into account and something of the 
method of comparison. This, his book does 
in covering virtually every form of invest- 
ment. 


A WOMAN AND HER MONEY. By 
Elizabeth Frazer. George H. Doran Com- 
pany, New York. 194 pages. $1.50. 

A financial adviser recites, in light nar- 
rative style, fundamental principles under- 
lying sound investment. She describes the 
investment experiences of the women who 
come to her for advice and points out the 
mistakes that they make. It is designed to 
reach the woman of average intelligence, 
without business training, who finds the en- 
tire realm of finance as “remote, mysterious 
and incomprehensible as a fourth dimen- 
sional world.” 


THE INTEREST STANDARD OF 
CURRENCY. By Ernst Dick. Pub- 
lished by Houghton Mifflin Company. 286 
pages. $5. 

As a “new financial principle calculated to 
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revolutionize present theories of currency,” 
the author proposes that the rate of dis- 
count, after it has been established in the 
right place, should be kept stable and that 
everything else should be left to find its own 
place in the scale of values. If this should 
be done, Mr. Dick maintains that a stable 
standard of price would be established. 


COMBINATION IN THE AMERICAN 
BREAD-BAKING INDUSTRY. By 
Carl L. Alsberg, Director Food Research 
Institute of Stanford University. Stan- 
ford University Press. $2. 148 pages. 
This is a comprehensive commercial an- 

alysis of the growth and development of the 
American Baking Industry. The book con- 
tains a lot of vital information which has 
been so presented that it is clear and easily 
read. The chapters treating bakery com- 
binations from the point of view of the in- 
vestor and from the social point of view are 
especially interesting. 


POPULATION PROBLEMS IN THE 
UNITED STATES AND CANADA. 
Edited by Louis I. Dublin. Published by 
Houghton Mifflin Company for the Pol- 
lak Foundation for Economic Research. 
$4. 318 pages. 

An authoritative and contemporary dis- 
cussion of the most critical phases of the 
population problem, by 25 authors, each 
of whom is a high authority in the special 
phase of the problem with which he deals. 

Among the subjects considered are the 
possibilities of future population growth 
and the maximum numbers which can be 
supported in this country, the training and 
direction of our labor supply, the labor of 
women and children, the relation to popula- 
tion-growth of age at marriage, etc. 


New Reserve Agent 


I. B. Newton 


O serve as Federal Reserve agent and 

chairman of the board of the Federal 
Reserve Bank of San Francisco, Mr. New- 
ton, a banker of Los Angeles, was chosen. 
He succeeds John Perrin. 


The first 
long distance call 


HE first “long distance” con- 
versation took place between 
Boston and Salem—a distance of 
sixteen miles—just fifty years ago, 
eight months after the telephone 
had transmitted its first sentence. 


In 1889 Boston heard New York for 
the first time. In 1892 New York and 
Chicago were connected. Persistent re- 
search and development solved one 
difficult problem after another and 
gradually pushed back the frontiers of 
speech by wires, and in 1915 the spoken 
word sped from coast to coast. 


Today these “long lines” of the Bell 
System comprise over 5,600,000 miles 
of wires, exclusive of 39,800,000 miles 
of exchange wire. Thousands of times 
daily, over distances unimagined as 
possible a half-century ago, long lines 
speed the nation’s social and business 
messages. 


This plant and service, developed to 
keep pace with the nation’s needs, un- 
derlie the securities of the Bell System. 


The dividend rate of the stock of A.T. & T.—parent 
company of the Bell System—is 9%. This investment 
stock can be bought in the open market to yield a good 
return. Write for booklet, ““Some Financial Facts.” 


#®ELL TELEPHONE 
SECURITIES CO. ine 


D.F. Houston, President 
195 Broadway NEW YORK 
“The People’s 
Messenger’ 
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The Condition of Business 


Statistical Reports Show that the Total Volume of Business 
Continues Very Large. The Sharp Reaction in the Stock Market, 
and the Continued Downward Tendency in Commodity Prices. 
Continuance of Satisfactory Operating Results on Railroads. 


HE first quarter of 1926 has now 

passed, and the statistical reports 

covering business during the three 

months’ period have generally borne 
out the optimistic forecasts for it made at 
the beginning of the year. Production of 
basic commodities has been in and about the 
same volume as a year ago. In the case 
of the steel industry, in fact, output for 
the four months ended with March appears 
to have been larger than in any previous 
four months’ period. Building construction 
and automobile production have continued 
very active, and, in general, employment at 
factories and elsewhere has been abundant 
at high wage scales. 

Both in March and for the quarter as a 
whole, distribution of goods and general 
business activity has averaged somewhat 
higher than last year. Railroad shipments 
of merchandise and miscellaneous freight 
have topped the high figures of early 1925 
in all sections of the country; and not- 
withstanding somewhat smaller loadings of 
coal, grain products, live stock and forest 
products, total shipments of all kinds have 
also been higher this year. The total vol- 
ume of check payments, through which 
about nine-tenths of all purchases are set- 
tled, has averaged about 9 per cent above 
the high figures of last year, although 
commodity price averages have been lower. 
In short, the total volume of business of 
the country has been running well above 
normal. 

But while these satisfactory statistical 
reports have been coming to hand, a feeling 
has gradually been developing in some 
quarters that a period of less active busi- 
ness may be expected. In the steel industry, 
recession in activity would normally follow 
the recent very heavy operations which have 
led to keener competition for orders and 
some traces of weakness in steel prices. 
More attention is directed, however, to the 
almost unprecedented rapidity with which 
prices have dropped in the stock market 
and to the steady decline for several months 
in the average of wholesale commodity 
prices. The increase in installment buying 
in many lines is cited as a potentially dan- 
gerous factor, real estate speculation seems 
to have passed its crest, and the situations 
in the building and automobile industries 
have apparently become less clearly defined. 


Stock Prices and Business 


F the several factors mentioned as con- 

tributing to the feeling of uncertainty 
as to the future of business, probably most 
attention has been given during the past 
month to the sharp decline in stock prices. 
At the end of March, average prices of 
representative stocks on the New York 
Stock Exchange had declined about 30 


points, or 20 per cent within a period of 
six weeks. This appears to have been a 
more abrupt decline than occurred follow- 
ing the peak in any of the five previous 
bull markets in the past twenty years. 

As to what relationship, if any, the break 
in stock prices bears to the general business 
situation, the accompanying diagram brings 
out several significant points. The solid 
black line fluctuating across the center of 
the diagram represents the course of pro- 
duction in twenty-two basic lines of indus- 
try since 1922. This index, which is pre- 
pared by the Federal Reserve Board, allows 
for usual seasonal variations in production, 
and takes as 100 per cent the average level 
of production in 1919, Fluctuations in this 
index have usually been indicative of sim- 
ilar changes in the direction of general busi- 
ness activity during these years. The lighter 
broken line on the diagram shows the move- 
ment in the general level of stock prices on 
the New York Exchange, as measured by 
the Standard Statistics Cotnpany’s copy- 
righted index, covering 232 issues in twen- 
ty-seven different lines of industry, trade 
and transportation. The average monthly 
level of this index was also 100 per cent 
in 1919. 


ST 
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1919 =100 
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Stock Prices and Production 


Beginning at the middle of 1924 and con- 
tinuing until early in 1925, industrial activ- 
itv and stock prices followed a closely sim- 
ilar course. Stock prices then began to 
draw away from the course of production, 
and by the end of the year, the spread had 
increased to some 30 points. The stock mar- 
ket was completely out of touch with the 
realities of the business situation. In rela- 
tion to their average dividends, represen- 
tative stocks were selling at a level reached 
only a few times in the past and then only 
at the peak of great bull markets. Growing 
realization in the speculative community that 
stock prices had overshot the mark was 
apparently responsible for the first hurried 
selling at the middle of February, and this 
was soon followed by forced liquidation, 
and the break-up of several pools. 
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The abrupt decline in stock prices has 
brought them back into much closer rela- 
tionship with earnings and business condi 
tions. With this readjustment, it is possible 
that movements in the stock market may 
again function as important evidence on the 
business outlook. 


Commodity Prices Declining 


ECLINES during March in the prices 
of many leading commodities con- 
tinued the tendency evident since last No- 
vember. By the end of the month, Pro- 
fessor Fisher’s weekly price average, cover- 
ing over 200 commodities, had reached a 
level slightly lower than at any time since 
the latter part of 1924. This weakness in 
commodity prices has, undoubtedly, contrib- 
uted to the feeling that an important change 
is under way in the condition of business. 
The greater part of the recession in prices 
since last November has been in farm prod- 
ucts and food stuffs, although recently a 
downward tendency has also appeared in raw 
textile materials, in rubber, and, in fact, 
in practically all major groups, except fuels, 
non-ferrous metals and certain building ma- 
terials. Recent price tendencies in the major 
groups of commodities are evident from the 
following table, which gives the Bureau of 
Labor Statistics’ indexes, covering in the 
aggregate over 400 commodities. The month- 
ly average for 1913 is taken as 100 per cent. 


Commodity Group November 1925 February 1926 
149.9 


Farm Products 153.9 
Foods 

Cloths and Clothing 

Fuel and Lighting 

Metals and Products 

Building Materials 
Chemicals and Drugs 

House Furnishings 
Miscellaneous 


153.2 
183.9 


All Commodities 


In a recent study, the Cleveland Trust 
Company calls attention to the comparative 
movements in commodity prices here and 
abroad, as related to tendencies in interna- 
tional trade’ and to general business condi- 
tions in the United States. In the four for- 
eign countries considered (England, France, 
Germany, Hungary), wholesale prices, on a 
gold basis, moved strongly downward dur- 
ing 1925. In the United States, however, 
the expansion in business was so vigorous 
in 1925 that prices were well maintained, 
despite the general decline that was going 
on in other commercially important coun- 
tries. This condition is felt to be changing. 
Commercial demand in this country appears 
to have become somewhat less intense, and 
under the pressure of competing foreign 
goods, prices in this country are falling. 
If this continues, business profits in this 
country will tend to be somewhat smaller 
than in 1925, and a moderation of trade 
activity may result. 

As more normal economic conditions are 


| 
fa 
= 177.1 
132.3 
163.9 
132.9 
157.7 155.0 
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gradually restored throughout the world, 
increased foreign competition along certain 
lines is, of course, to be expected, since obli- 
gations owed by foreign borrowers to the 
United States Government and private in- 
vestors tend to be settled through shipments 
of goods. A moderation of business activity 
in this country, as a result of foreign com- 
petition, would probably be temporary in 
nature, and followed later by an increased 
demand for American products as foreign 
purchasing power becomes re-established. 


Automobile Situation 


THER ways in which the business pic- 

ture seems to have become less definitely 
defined are pointed out in the automobile and 
building industries, in the prevalence of in- 
stallment buying, and in a slackening in ac- 
tivity in the real estate market. It is possible, 
however, that the current discussion of these 
matters will help to prolong business ac- 
tivity by checking any excesses which may 
exist. 

Conditions in the automobile industry this 
year have in some respects resembled those 
which existed in the early part of 1924. 
Following the motor shows, most producers 
speeded up production rapidly in order to 
be able to take care of the heavy demand 
for cars which was expected, and as a 
result output in February reached a total 
larger than a year ago. Retail sales were 
hampered, however, by unfavorable weather 
in many sections of the country during Feb- 
ruary and March, and stocks of cars in 
dealers’ hands were reported large. In some 
cases factory production schedules were tem- 
porarily reduced in March pending the move- 
ment of cars into consumers’ hands, but 
notwithstanding such curtailment prelim- 
inary reports of output in March suggested 
the probability of a new high record in 
monthly production. 

The most important problems confront- 
ing the automobile industry relate to stocks 
of used cars in dealers’ hands and to the 
prevalence of installment buying. 

Reports for 1925 show 75 per cent of all 
new car sales involved trade-ins, and retail 
dealers are finding themselves overstocked 
with used open cars which are slow sellers 
and on which “write-offs” wil! have to be 
made. In undertaking to move used cars, 
dealers have liberalized terms of sale 
through a reduction in the initial payment 
below the standard adopted by the National 
Association of Finance Companies, and 
through extension of the period of payment 
to a year and a half. 

The resemblance of the present automobile 
situation to that which existed in 1924 is 
further indicated by a study, published re- 
cently in The Annalist, of fluctuations in the 
volume and type of automobile advertising 
in New York City newspapers. It was 
found that both in the early part of 1924 
and since the middle of 1925, automobile dis- 
play advertising, which is taken to represent 
efforts to move new cars, increased very 
sharply, while “classified” advertising, which 
is assumed to reflect in its variations the ef- 
forts (largely on the part of individual 
owners) to move used cars, showed no 
marked change in either period. In other 
words, in the face of a remarkably vigorous 
effort to sell new cars there has been no 
unusual attempt on the part of owners to 
dispose of their used cars. The occurrence 
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Your Private Office 
in Cleveland 


F YOU had your own 

special representative in 
Cleveland there are few 
things he could do for you 
which the Union Trust does 
not stand ready and willing 
to do for its customers— 
and probably at a saving of 
time and money to them. 


te JNION TRUST«. 


CLEVELAND, OHIO 
Resources over 300 Millions 
SINCE "61 A BANK FOR BANKERS 
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Place Your 
Philadelphia Account 
With This 
Strong Well-Equipped 
Institution 


The Philadelphia National Bank, organized in 1803, 
and The Girard National Bank, founded in 1832, two 
of the largest and most influential National Banks in 
the City of Philadelphia, by action of their Board of 
Directors have consolidated as 


The 


Philadelphia-Girard 
National Bank 


Capital $8,000,000 


Mr. Levi L. Rue, former President 
of The Philadelphia National Bank, 
is Chairman of the Board of Direc- 
tors and Chairman of the Executive 
Committee, and as such heads the 
organization. 


Surplus $17,000,000 


Mr. Joseph Wayne, Jr., former Presi- 
dent of The Girard National Bank, 
is President of the Bank and Chief 
Executive Officer, having charge 
and direction of its affairs. 


The entire official and clerical staff of both institutions 
has been retained, which not only insures to our cor- 
respondents the maintenance of the same liberal and 
efficient service and the personal attention to their 
needs which has characterized the service of each 
Bank in the past, but very materially increases the 
facilities which we have to offer. 


of a similar situation early in 1924 was ac- 
companied by accumulation of car stocks in 
dealers’ hands, and was followed later in the 
year by a serious slump in the industry. 


Railroad Earnings 


OMPLETE returns for Class I rail- 

roads as a group in January and pre- 
liminary reports for the most important car- 
riers in February indicate the continuance of 
satisfactory operating results on the rail- 
roads. This is especially noteworthy during 
a period when the anthracite-carrying roads 
were suffering very heavy reductions in 
earning power. Although gross revenues of 
all carriers were slightly smaller in January 
than a year ago, net earnings were some- 
what larger, as a result of various economies 
of operation. 

Several important factors involved in 
these economies and the gradual increase in 
the margin between railroad revenues and 
expenses in recent years are clearly indi- 
cated on the accompanying diagram. The 
three most important railroad operating ex- 
pense items are shown as percentages of 
the total operating revenues for each month. 


Railroad operating expense items in 
per cent of operating revenues 


The most striking feature is the very 
pronounced decline from year to year in the 
proportion of revenues expended in conduct- 
ing transportation. Maintenance of equip- 
ment has also shown a downward tendency, 
except for the temporary effects of the shop- 
men’s strike in 1922. Expenditures for 
maintenance of way, however, have tended 
slightly upward since the end of 1922, re- 
flecting outlays on tracks, roadbed, struc- 
tures and other parts of the fixed plant. 
Such expenditures on maintenance of way 
have helped to speed up traffic and have thus 
contributed to the substantial reduction in 
the transportation expense ratio. 


Claims Against Austria and 
Hungary 


HE Commerce and Marine Commission 

desires to call the attention of American 
bankers who may have claims against the 
governments of Austria and Hungary for 
which said governments are liable under the 
terms of the treaties between the United 
States and Austria and the United States 
and Hungary, to the fact that a Tripartite 
Claims Commission has been established be- 
tween the United States, Austria and Hun- 
gary for the purpose of determining the 
amounts of such claims of American cit- 
izens, and that those having claims should 
present them immediately to Robert W. 
Bonynge, American agent, 1511 K Street, 
Washington, D. C. 
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Farm Loans 
(Continued from page 696) 


is shown by the fact that they have in- 
vested more than $500,000,000 in such se- 
curities. If the people in other countries 
consider American farm mortgages good 
investments, it would seem that the Ameri- 
can investor can safely afford to place 
more of his money in them. 

A mortgage is a direct lien upon prop- 
erty. In reality it is a power of attorney 
to the mortgagee, authorizing him, upon 
non-performance of the conditions men- 
tioned therein, to sell and convey said 
property. In equity, a mortgage is a se- 
curity for money, while in law it is a con- 
veyance upon a condition. A farm mort- 
gage thus is a lien upon farm land, a first 
farm mortgage is a first lien. 

The chief requisites of any desirable in- 
vestment are: security of principal, and 
stability of income. The farm mortgage 
has a generally accepted principal as to the 
percentage of security. On generally im- 
proved and cultivated lands, the loan may 
be made up to about 60 per cent of the 
value if located in the immediate neigh- 
borhood of the investor. However, as a 
rule the loan is less. Ordinarily on aver- 
age farm land the loan is 50 per cent or 
less of the value, making the security at 
least twice the amount of the loan. In 
case the interest and principal payments are 
not met the holders of the mortgage have a 
definite line of procedure as described in 
the mortgage agreement by which they can 
enforce their claims. The farm mortgage 
possesses the two qualities of income and 
safety in a high degree. 

The income yield on a farm mortgage 
is generally good, varying somewhat in 
different sections of the country. The rate 
of income generally exceeds that of rail- 
road bonds, municipals, public service, and 
is near par with industri-ls. The care 
which a first mortgage rf quires is small 
after the loan is made. I: general a first 
farm mortgage runs for a definite length 
of time, varying from five to twenty years. 
Some run from three to five years, but they 
are not sought by the investor unless high- 
ly secured and the moral responsibility is 
exceptional, for it is improbable that a 
farmer will be able to pay off a farm 
mortgage in three to five years out of his 
annual income. In speaking of the farm 
mortgage as an investment, seven to ten 
years’ duration should be considered as a 
minimum. Funds should be invested in a 
farm mortgage with the idea of a per- 
manent loan. By its nature, the investment 
required in the farm mortgage field is 
characterized by permanency and stability. 
It is not liquid in character and runs over 
a long period requiring generally but lit- 
tle attention. The investor in first-class 
farm mortgages has an equity in the land 
during the life of the investment and land 
values during the course of years are sub- 
ject to more or less appreciation. 


Most Progressive Sections Have 
Most Mortgages 


HE farmer as a business man needs 
financing at different periods. With his 
borrowed money he plans to produce enough 


to pay off the loan ard, in addition, bring 
himself a profit. Half of the farmers of 
the United States are seldom without a 
mortgage of some kind. The most progres- 
sive agricultural sections of the country 
where the best farm mortgages are secured 
have the largest amount of land mortgages, 
both as to acreage and as to amount per 
acre. The heaviest borrowers of farm 
mortgage money are Iowa, over half a bil- 
lion dollars, followed by Kansas, Missouri, 
Nebraska, Minnesota and Illinois. Because 
of an expanding market which feeds an 
ever-increasing population, the American 
farmer can guarantee to the investor in 
first farm mortgages stability and regu- 
larity in interest payments and increasing 
security. 

A farm mortgage is an ever dependable 
security, offering an unusually attractive rate 
of interest, averaging about 6 per cent. 
The investor is almost assured that he 
will receive his interest regularly and his 
principal at the maturity of the loan. As 
to the value of farm mortgages, it can be 
said that they have been very satisfactory 
and will be in the future, in spite of finan- 
cial disturbances, panics, political changes, 
or industrial depressions. A first farm 
mortgage is a first lien upon farm land, 
upon which are produced the necessities 
of life that will always command a price 
regulated by conditions at times of. sale. 
These mortgages are based upon _inde- 
structible property and the loans made upon 
them give plenty of equity to the holder 
of the mortgage to insure full payment in 
case of foreclosure. Mortgages lack the 
speculative features of the short-term, high 
income-yielding bonds. Farm mortgages 
as taken today by life insurance companies 
and investment bankers require ample in- 
surance protection for buildings and diversi- 
fied crops upon land. This requirement has 
forced the South to diversification of crops 
and has introduced dairying in the North- 
west states. 

In a first mortgage loan, the investor 
is protected as follows: 

A thorough and competent search of the 
title must be made to demonstrate that the 
property offered as security for the loan 
is free and clear of all liens, encumbrances 
and claims. The borrower must hold title 
to the whole property, whose ownership 
must be that of fee simple. In the end it 
must be self-evident that all steps have 
been taken to properly assure the validity of 
title, and also that every precaution of the 
law has been invoked for the protection 
of the mortgagee in the making of the 
loan, as if the property were being pur- 
chased outright. 

The land offered as security for the 
loan, plus its improvements, must possess 
a value which is real and intrinsic and not 
alone potential. 

A conservative and accurate appraisal of 
the real and intrinsic value of the land and 
its improvements that constitute the se- 
curity for the mortgage loan must be made 
and not dispensed with by hasty guess- 
work. 

A margin of safety which is ample must 
be back of the appraised value of the 
property and the amount loaned upon it. 

As to income, it is usually as high or 
higher than other securities of equal merit. 
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~YALE- 


The New 
Yale “Sealed Key” 
Safe Deposit Lock 


€Each envelope has a 
different number to 
correspond with each 
lock indicator num- 
ber (4150 in this il- 
lustration). 


inpicator 4150 | 
|| BOX NO. 


his Certities 
that | Received 
this Envelope 


Name 
Date 
~YALE= 


This envelope contains | 
two Sate Deposit Keys 
| for the Yale Sealed Key 
Deposit Lock. 


Keys Sealed by | 


|. €This signature and 
date protects the 
bank. 


TWE YALE & Towne Mig... So. 
Bank Look & Inspection Dept. 


j Stamford, Conn. 
4 


The vault 
never handle the cus- 
tomer’s keys before 
rental. 


Let us tell you more about 
the Yale No. 3701CC 
“Sealed Key’’ Safe Deposit 
Locks and the banks which 


have installed them. 


The Yale & Towne 
Manufacturing Co. 


Stamford, Conn., U.S. A. 


Yale Marked is Yale Made 
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Where Bankers Bank 
And 200,000 Others 


Five thousand banks, one 
out of every six in the 
United States, keep 
money on deposit here 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


RESOURCES HALF A BILLION—AND MORE 


In the further consideration of a tirst 
farm mortgage, it is well that the investor 
verify the record of the sponsors, and as- 
certain whether the past dealings of others 
with them have been satisfactory. 

Don’t loan or buy mortgages on marginal 
lands, where, through climatic conditions, 
crops are uncertain. 

Don't buy mortgages from any section 
which has not back of it a history of suc 
cessful farming for many years. Pionee: 
ing in the mortgage business is risking, not 
loaning. Insist upon detailed appraisals 
by competent appraisers. Require a detailed 
report upon the moral hazard. Require a 
guarantee of title. 


Convention Calendar 


STATE 
DATE ASSOCIATION PLACE 
April 21-22 Louisiana Monroe 
April 23-24 Florida Jacksonville 
April 27-28 Arkansas Hot Springs 
May 6-8 North Carolina Durham 
May 11-12 Mississippi Biloxi 
May 12-13 Oklahoma Oklahoma City 
May 12-13 Maryland Atlantic City, N. J. 
May 13-14 Tennessee Knoxville 
May 17-19 Georgia Columbus 
May 18-19 Missouri Excelsior Springs 
May 20-21 Kansas Wichita 
May 20-22 Alabama Montgomery 
May 25-27 ‘Texas Galveston 
May 26-28 Pennsylvania 
Atlantic City, N. J. 
May 26-29 California Del Monte 
June 4-5 Oregon Gearhart-by-the-Sea 
June 7-9 Wisconsin Wausau 
June 8-10 Washington Walla Walla 
June 9-11 Ohio Cleveland 
June 9-11 Minnesota Minneapolis 
June 11-12 Utah Richfield 
June 14-15 Idaho Pocatello 
June 14-18 Michigan S.S. “Noronic” 
June 15-16 South Dakota Watertown 
June 16-18 South Carolina Spartanburg 
June 17-18 Illinois Springfield 
June 17-19 Virginia Roanoke 
June 17-20 District of Columbia 
Hot Springs, Va. 
June 18-19 Connecticut New London 
June 19 Maine South Poland 
June 21-23 Iowa Sioux City 
June 21-23 New York Quebec, Canada 
June 22 North Dakota Grand Forks 
June 23-24 West Virginia Huntington 
June 25-26 Colorado Glenwood Springs 
July 15-17. Montana Butte 
Sept. —— Wyoming Sheridan 
Sept. 2 Delaware Rehoboth 
Sept. 21-22 Indiana Lafayette 
Oct. 22-23 New Mexico Roswell 


April 28-30 Reserve City Bankers 
Atlanta, Ga. 
May 3-6 Spring Meeting Executive 
Council, A. B. A. 
Pinehurst, N. C. 
May 6-8 National Safe Deposit Assn. 
Hotel Roosevelt, N. Y. C. 
June 18-19 New England Bankers 
New London, Conn. 
July 13-16 American Institute of Bank- 
ing Convention 
Dallas, Tex. 
Oct. 4-7 A. B. A. Convention 
Los Angeles, Cal. 
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Undue Extension 
(Continued from page 674) 


profits; the merchant still gets his profit, 
10, 15, or 20 per cent, as the case may be, 
and the finance company comes and gets 
its profit, which tends to equal in amount 
that of the merchant. In the end, the 
banker advances the money to the finance 
company, and it can not be too strongly 
emphasized that of the five billions of dol- 
lars on instalment credit outstanding at the 
present time approximately one billion repre- 
sents the capital of finance companies and 
four billions of it represent the extension of 
credit to the finance companies and mer- 
chants on these instalment contracts. 

It has long been conceded that the proper 
function of a commercial bank was to 
finance production and the distribution of 
commodities, but today the pouches of the 
American commercial banks contain ap- 
proximately four billions of dollars of notes 
secured, in theory at least, by outstanding 
assets in the hands of the ultimate consumer. 

Just so long as the banker takes the paper 
from the finance company, just so long will 
the finance company take the paper from 
the merchant, and just so long as the mer- 
chant can make a profit in the sale of com- 
modities on the instalment plan, will it tend 
to increase. Yours, then, Gentlemen, is the 
responsibility of throwing the proper safe- 
guard regulations about this mortgage 
against the future earnings of the American 
people. 


Can Russia 
(Continued from page 682) 


will collapse has become a topical subject 
of discussion in the Continental European 
press. 

The original ground for distrust lies in 
Russia herself. When expressing opin- 
ions for European and American consump- 
tion, the Soviet magnates invariably deride 
the notion of a new currency depreciation. 
But in their domestic discussions Russian 
currency authorities are much franker. The 
official “Ekonomitcheskaya Zhizn” lately 
published a report of the Finance Commis- 
sariat admitting that “depreciation” (which 
means “home depreciation”) is a fact; and 
stating boldly that “a stoppage of the de- 
preciation is possible only if we make a 
complete breach with the system of ‘Max- 
imal Economy,’ by which term is meant 
“nationalized industry and trade.” The of- 
ficial “Pravda” published similar statements. 
The two official authorities’ statements are 
fully in accord with the fact above stated 
that it was the failure of the bureaucratic 
system, and not the lack of exportable 
goods, which first led to the export failure 
and later led to the general curtailment of 
the year’s economic program. In particular, 
the “Pravda” laid stress upon the rise in 
home prices of those commodities in which 
alone Russia can enter the international 
market. “The price rise,” said the “Prav- 
da,” “will hopelessly undermine our export- 
ing ability, precisely as would a price rise, 
due to any cause whatsoever, in any capital- 
istic state.” 

The “tchervonetz” currency entered upon 
the fourth year of its existence in February 
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$170,000,000 


FOUR BILLION 


ICHIGAN is among the leading manufacturing states, 
fabricating a great variety of products. 


The factory value of her industries is now close to Four 
Billion Dollars annually. This total is a seventy-five per cent 
increase in two years. 


This Bank is an imporant link in the growth of Michigan’s 
manufacturing. It offers unequalled facilities for serving all 
having banking business in the Great Lakes Region. 


FIRST NATIONAL BANK 


DETROIT MICHIGAN 


The First National Bank, the Central Savings Bank, and the 
First National Company of Detroit, are under one ownership. 


this year. It is not Russia’s only currency. aggravated by the prevalence 


of exceptional 


It circulates in the proportion of about sixty 
to forty alongside of state currency, or 
“treasury notes,” which are theoretically 
convertible into “tchervontsi,” so that the 
fates of the two currencies are associated. 
The Soviet system of finance, currency, 
industry, and trade has weathered many 
storms. The present crisis may prove to be 
only a temporary reaction. But Europe will 
not feel satisfied as to the continuing stabil- 
ity of the “tchervonetz” currency until 
after the harvest of 1926. The pros- 
pect of a good harvest is not very fa- 
vorable. In the past winter many provinces 
complained of insufficient snow-covering, 


cold. A complete crop failure, by compel- 
ling Russia to import foodstuffs on a large 
scale, would undoubtedly bring the “tcher- 
vonetz” down with a crash. Really good 
crops, if only they are officially handled 
with more skill than were the crops of 
1925, would put the currency in a safe 
position for at least another year. 


The Savings Bank Division of the Amer- 
ican Bankers Association has just published 
two booklets “Real Estate Mortgages” and 
“Investments,” which are now available for 
distribution. 
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NORE than two hundred 
million shares of stock 
were transferred or reg- 

istered during 1925 by this 
Company, as transfer agent or 
registrar for more than five hun- 


dred leading corporations. 


Such a volume of transactions 
calls for exceptional facilities— 
and it is an exceptional service 
which this Company renders in 
every trust capacity. We act 
as fiscal agent, transfer agent, 
registrar, trustee, etc., for cor- 
porations and governments; and 
as executor, trustee, administra- 
tor, guardian, for individuals. 


Guaranty Trust Company 
of New York 


NEW YORK 
LIVERPOOL 


LONDON 
HAVRE 


PARIS BRUSSELS 
ANTWERP 


Specialists 
Chicago, Kansas City, Southern Minnesota, Dallas, 


Des Moines, California, Shenandoah Valley and 
New York Joint Stock Land Bank Bond issues. 


Guy Huston & Co., Inc. 


61 Broadway New York 


Ylon, Y 


automobile bodies—Fisher Body—amassed 
$15,000,000. 


Big Money Makers 


AMERICAN BANKERS ASSOCIATION JOURNAL 


(Continued from page 672) 


increasing them from $8,300,000 to $17,300,- 
000. Goodrich and Firestone swelled their 
net by $4,000,000 each and Goodyear shared 
in the prosperity, though to a smaller extent. 

Fifteen or more oil companies made $10,- 
000,000 or more while a number of the lead- 
ing industrial corporations attributed a 
substantial part of their earnings to the 
automotive development. One maker of 


Many of the corporations that have 
come within the scope of this story 
are known in the realm of business as the 
best managed firms in the country. This 
capacity and acumen naturally is reflected 
in the rate of their earnings although these 
are controlled in a large measure by the 
purchasing power of the buying public. It 
is noteworthy, however, that more than a 
quarter of the corporations in this dis- 
tinctive group has enjoyed larger net earn- 
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ENTURIES have passed since money 
changers gathered in this historic court 
in Solomon’s Temple at Jerusalem and 
carried on their trade in shekels and other 
money. This is a recent view of that aged 
structure. 


ings every year since 1920. This is due, in 
a large measure, to the tendency toward 
mergers and consolidations and the steady 
increase in the amount of capital invested 
in the enterprises. It is not possible to 
state what the average rate of return on 
capital is—for ascertaining the actual out- 
lay with certainty has long been an elusive 
matter. 

The Federal Bureau of Census under- 
took to fix the sum invested in the various 
enterprises but gave it up as a_ hopeless 
task. The Treasury in making up its sta- 
tistics of income essayed the job a few years 
ago but ran into a mire of trouble. Without 
the most minute examination of a corpora- 
tion’s balance sheet and a critical appraisal 
of its assets as well as its charges for de- 
preciation and other items it would not be 
possible to say how much capital had been 
poured into any venture. 

As an example of the perplexities that 
arise, there is good will. A few years ago 
the Woolworth company capitalized this 
valuable but intangible substance at $50,- 
000,000. Then the chain store decided to 
write off this item at the rate of $10,000,000 
a year so that now it appears at $1. This 
is an anomalous situation because good will 
that was estimated to be worth $50,000,000 
a few years ago has steadily enhanced its 
value, yet it is listed at a single dollar to- 
day. Another question is as to just how 
much patents and secret processes are worth. 
Still another puzzler is a just rate for depre- 
ciation and depletion. The Interstate Com- 
merce Commission has spent several mil- 
lions of dollars and employed a corps of 
experts for several years trying to fix a 
final valuation of the Class 1 railroads but 
it is still resorting to tentative valuations. 
These few stickers indicate why it would 
be hazardous to try to arrive at the average 
rate of earnings of the whole group of 
the most successful corporations. 

An inspection of the financial statements 
of the big five will reveal that the 
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recurn on invested capital for the last avail- 
able year will range from 5.16 per cent, in 
the case of the United States Steel Cor- 
poration, to 23.60 per cent for General 
\otors. 

The A. T. & T., at the beginning of 1925, 
had capital, installments on capital stock 
payable and surplus, aggregating $1,044,- 
597,950. Its 1925 net profits of $107,405,046 
would give a return of 10.29 per cent on in- 
vested capital. 

General Motors, at the start of 1925, had 
a capital and surplus of $451,764,859. Its 
net profits for 1925 were $106,484,756—or 
23.60 per cent. 

The Ford Motor Company stated that its 
capital at the end of 1923 was $17,264,500 
and its surplus was $442,041,081. At the 
end of 1924, the surplus was declared to be 
$542,476,496. This increase of more than 
$100,000,000 was after whatever dividends 
were declared might have been taken out 
and was equivalent to 21.80 per cent on the 
invested capital. Mr. Ford has not yet dis- 
closed earnings for the past year. 

The Standard Oil Company of New Jer- 
sey will not reveal until the middle of May 
what it made last year but the net profit of 
$81,016,570 for 1924 represents a yield of 
8.71 per cent on an invested capital of $930,- 
139,514. 

The United States Steel Corporation, at 
the beginning of 1925, had capital, surplus 
and reserves aggregating $1,750,747,030. It 
earned $90,433,292 or just 5.16 per cent on 
this immense outlay of invested capital dur- 
ing the past year. 

The range in the return on invested cap- 
ital will probably be as wide among the 
other major earners as among the big five. 
It should be remembered, however, that 
1925 was a year of exceptional prosperity— 
a record breaker when it comes to big 
profits. The current earning reports that 
are available do not give promise of the 
profits being as great for this opulent 
group during 1926. 


Uncle Sam 
(Continued from page 694) 


the individual holders the Treasury kept in 
touch with the market closely and, when it 
found that the Liberties could be bought at 
favorable figures, it gave the dealers orders 
through the reserve banks—chiefly New 
York, Chicago and Boston. 

Buying for the sinking funds gets scant 
publicity. The Secretary of the Treasury 
sends his annual report to Congress telling 
how the revenues have been used but this 
recites months after the actual purchases 
have been made just what was done. The 
daily statement issued by the Treasury De- 
partment, if closely scanned, will reveal 
when the government comes into the market 
as it gives the items of expenditures, but it 
will not disclose the prices paid for the 
securities. 

Thus far Uncle Sam has been able to buy 
back his securities for a trifle less than their 


face value. Secretary Mellon informed 


Congress that, through the fiscal year of 
1925 from the time the sinking fund was 
set up, the Treasury had paid $1,415,069,- 
988 for securities having a par value of 
$1,423,460,800. As will be observed, there 
was then a margin of about $8,000,000 left. 
Since that time, the premiums paid on Third 
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MARINE 
TRusST GOMPANY 


OF BUFFALO 


Liberties have reduced the margin by around 
$2,000,000, so the Treasury officials must be 
as resourceful as possible to avoid the com- 


Washington 


The Lincoln Memorial at 


ing of the day when the fund would have 
to await the retirement of bonds at maturity. 

The Treasury is free to use the sinking 
fund for the purpose of retiring any gov- 
ernment securities that it chooses. It can 
either wait until an issue matures and re- 
deem the obligations at par or it can buy 
in the open market, paying the prevailing 
rates. Before October 1, 1930, there will be 
more than $6,000,000,000 in public debt ma- 
turities and more than $3,000,000,000 of 
Second Liberty Loan Bonds that may be re- 
deemed at the option of the government. 
So it is quite apparent that there is a wide 
range for the operations of the fund, al- 
though it is clearly desirable for the Treas- 
ury to cut down the size of the outstanding 
Third Liberties. 
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Get dee Jump 
on the Season 


CATERPILLAR TRACTOR Co. 


Executive Offices: San Leandro, California, U.S. A. 
Factories: Peoria, Illinois - San Leandro, California 


New York Office: 30 Church Street 


Successor te 
BEST Tractor co. 


33-426 


Don’t wait for 
“good weather.” 
Jump into that 
new job with the 
has the traction 
to ride over the 
soft spots and 
the power to pull 
the heavy equip- 
ment. That’s one 
way that contrac- 
tors who own 
“Caterpillars” 
“set the edge” — 
by crowding 
more contracts 
into the season. 


Prices on 
“Caterpillar” 


Tractors: 
F. 0. B, Peoria, Ill. 
SIXTY . 
5-TON . 
2-TON . 
F.O. B. San Leandro, Calif. 
SIXTY . - $5500 
THIRTY . . 3400 


New Stamp Taxes—Correction 
THOMAS B. PATON 


General Counsel 


N an article published in the last JouRNAL 

upon “The Revenue Act of 1926,” it was 
erroneously stated that the new Revenue 
Act repealed the stamp taxes of the 1924 
Act and that it would be no longer neces- 
sary to place stamps on bonds of indebted- 
ness, capital stock issues, sales or transfers, 
conveyances, proxies, powers of attorney 
and all other documents included in Schedule 


A of Title VIII of the Revenue Act of 
1924. 

This portion of the article was prepared 
from advance information received from 
Washington just prior to the going to press 
of the March JourNAt and when correct in- 
formation was received, it was too late to 
make the change in that issue. 


While the Revenue Act of 1926 did in- : 
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clude in a general repealer, the stamp taxcs; 
imposed by Title VIII of the Revenue A 

of 1924, a new stamp tax schedule \ 

enacted effective on and after March 2 

1926 retaining certain of the stamp tax 

In other words, under the 1926 Act the 

is no tax on conveyances, custom hou 

entries, custom bonded warehouse wit! 
drawal entries, proxies and powers of ai 
torney; but the new Schedule A retains th 
other stamp taxes imposed under the 192 
Act on bonds of indebtedness, capital stoc! 
issues, sales or transfers of stock and othe 
items contained in the 1924 Act. 

In Schedule A (1) imposing a stamp ta» 
on bonds, debentures or certificates of in 
debtedness and all instruments generall) 
known as corporate securities, the word 
“issued by any person” contained in the 
1924 Act have been changed to “issued by 
any corporation” in the 1926 Act. 


How a Bank Reduced Its 
Legal Reserves 


N analysis of the open demand accounts 
made by a large commercial bank in a 
central reserve city revealed that there were 
a considerable number of open demand ac- 
counts that had been dormant for some 
time. After due consideration, it was con- 
cluded that some of them might well be 
converted into time deposits. The object 
was to cut down the funds that the bank 
would have to keep tied up in reserves, as 
the law required 13 per cent reserve for 
demand deposits and only 3 per cent for 
time. 

It was found that a number of the ac- 
counts were reserve accounts carried by 
corporations and other commercial custom- 
ers. A representative of the bank got in 
touch with these customers and, in many 
cases, gained their consent to put the ac- 
count on a different basis, explaining that, 
by giving 30 days’ notice, the funds might be 
readily withdrawn. As the result of this 
step, the bank was able to cut down its 
reserves by $50,000 although the deposits 
remained substantially the same amount. 
While it was necessary to allow a higher 
rate of interest on the accounts carried as 
time deposits, the bank profited more 
through the conversion. 

In the judgment of some persons who have 
examined the character of accounts in banks, 
it might be possible for other banks to 
increase their earnings by converting cer- 
tain accounts from demand to time. In the 
reserve cities the margin between the amount 
of legal reserves required on the two classes 
of deposits is not as great but it is possible 
that the examination of accounts might prove 
profitable. The margin is still narrower in 
country banks, 
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This is a view of the Rothschild Bank in 

St. Swithins Lane at London. It is claimed 

that no other photograph has been made of 
the bank 


Investment Trusts 
(Continued from page 681) 


nected with the organization of the concern 
and its sale of stock to the public. The 
essential idea of the trust is that the par- 
ticipants subscribe a certain amount of cash 
which is invested in bonds and stocks of 
sound investment rating, and it is important 
to know whether practically all the money 
raised does go into the purchase of invest- 
ments or whether an unduly large percent- 
age is given over to the promoters of the 
enterprise. 

Some years ago when one of these trusts 
was being organized and sold to the public, 
the writer had occasion to investigate rather 
closely into the proposition. A certain num- 
ber of shares of selected companies were 
to be acquired, to constitute one “unit,”’ 
against which a certain number of “bankers 
shares” would be sold to the public, and as 
all of the shares were traded in on the stock 
exchange or in the unlisted market it was 
possible to compute the total cost of the 
“unit.” This showed, based on the prices 
at which the bankers’ shares were being 
offered, that for every $1,000 that an in- 
vestor put up, $118 or over one-tenth was 
immediately taken by the promoters. 

The individual would better have done his 
own investing than to buy shares in this 
trust, for all the stocks used could have 
been acquired in the open market through 
his bank or broker without sacrificing one- 
tenth of the principal, and by purchasing 
only one or two shares of each company he 
could have secured the same diversification. 

One company provides in its charter that 
organization expense may not exceed five 
per cent of the capital paid in, and that 
annual operating expense may not exceed 
5 per cent of the gross income. 

Some of the trust shares are sold on the 
good name of the large and prosperous com- 
panies selected, and may mislead the inex- 
perienced investor into paying much more 
than the market value for his proportionate 
interest. Moreover, this initial ‘“rake-off” 


may possibly be followed by further “rake-' 


offs” in the matter of management expense, 
purchase and sale of investments, dividends, 
etc., so that any prospective investor must 
be on his guard and not be deceived by a 
clever offering circular. 


The Charter Restrictions 


ANY of the investment trusts have cer- 
tain restrictions in their charters and 
by-laws as to the type and amount of securi- 


“Do You Carry 


Credit Insurance?” 
Leading Bankers Ask Their Customers 


A well-known bank of New York City writes: 


“No doubt you will be interested to learn 
that we arranged to incorporate into the forms 
used for securing financial statements this 
query: Are your accounts covered by credit 
insurance?” 


Many other banks, in all parts of the country, 
tell us the same thing. They quickly see the 
value, to themselves and to the Manufacturers 
and Wholesalers who are their patrons, of hav- 
ing the latters’ book accounts protected against 
abnormal and unforeseen bad debt losses. And 
American Credit Insurance has been providing 


such protection for 32 years. 


AMERICAN 


CREDIT- 


OF NEW YORK 


INDEMNITY Co. 


J. F.M*° FADDEN, presipENt 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
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ties which they may hold, although the 
standard varies widely. The following con- 
densed summary regarding “Standards of 
Diversification” is taken from the by-laws 
of one of the leading trusts, and specifies 
that the investment assets required to be kept 
and maintained are subject to the following 
restrictions : 


(a) Not over 1 per cent in any one security; 

(b) Not over 75 per cent in aggregate securities 
originating in the U. S.; 

(c) Not over 15 per cent in securities originating 
in any other country; 

Not over 30 per cent in securities issued by 
banks, insurance and other financial institu- 
tions; 

Not over 30 per cent in securities of railroad, 
land and marine transportation companies; 

Not over 30 per cent in securities of public 
utility companies; 

Not over 30 per cent in securities of indus- 
trial companies; 


(h) Not over 50 per cent in securities of govern- 
ments, states, municipalities or other politi- 
cal subdivisions; 

(i) Not over 20 per cent in securities or organiza- 
tions engaged in any other kind of business 
or enterprise. 


It will be agreed that such restrictions as 
the above are entirely wholesome, and, if 
lived up to, will reduce to a minimum the 
loss involved in the depreciation of any one 
issue. The average individual might well 
adopt some such standard in the manage- 
ment of his personal investments. 

In some few instances, unfortunately, in- 
vestment trusts have been used as dumping 
grounds for undesirable and slow-selling 
securities. This is something that it is prac- 
tically impossible to prevent merely by the 
charter restrictions, or by legislation. The 
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Safe 


62% 


First Mortgage Bonds 


Because of a conservative policy strictly 
adhered to over a period of many years, 
the American Bond & Mortgage Company 
has shown consistent growth, not only in 
capital and surplus wich now exceeds 
$7,500,000, but in the thousands of satis- 


fied customers throughout the world. 


FOR OVER 20 YEARS 


Every dollar that has become due on 
first mortgage building bonds sold by 
us has been paid to every investor 


This successful record so vigilantly main- 
tained in the past, is your future assur- 


ance of safety. 


For peace of mind and freedom from 
worry, invest in the First Mortgage 
Bonds we now offer yielding 6'2%. 


Write for Circular AJ-239 


AMERICAN BonD & Co. 


Established 1904 


Incorporated. 


AN OLD RESPONSIBLE HOUSE 
Capital and Surplus over $7,500,000 


127 North Dearborn St., Chicago 


Detroit Cleveland Philadelphia 


345 Madison Ave., New York 


Boston And over 30 other cities 


success of investment trusts, like most other 
enterprises, depends in the last analysis on 
the experience and integrity of the manage- 
ment, so that investors must use the same 
discrimination in this as any other field and 
not be misled by the mere name and idea. 
The above comments, however, should not 
be taken to indicate that the writer is op- 
posed to the trusts on general principles; 
on the contrary he is convinced that they 
have a legitimate place in American finance 
and in years to come will become a powerful 


factor. 
The Reserve Fund 


HE last item to which it seems attention 
should be called at this time is the “Re- 
serve Fund,” established by the trust and 


representing a portion of income and profits 
retained instead of being paid out in div- 
idends or carried to surplus. 

It will be recalled that the origin of the 
investment trust idea was in Great Britain, 
several hundred years ago. The merchants 
and bankers having large fortunes were ac- 
customed to send their investments out to 
the colonial possessions of the Empire and 
to other countries in every corner of the 
world. In this way they realized a high 
rate of interest because of the scarcity of 
capital in these newer territories, and as- 
sisted in the development of shipping, in- 
dustry, railroad transportation, and com- 
merce the world over. To properly admin- 
ister these scattered investments naturally 
required expert advice, which the wealthy 
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persons had, but which the masses of fac- 
tory workers, clerks and tradesmen did not 
have. 

For the benefit of these people of sinall 
means the investment trust was organized, 
By pooling the savings of a large number 
they created a sizable fund, which could’ 
then be administered by experts and invested 
comparatively safely in any part of ‘he 
world where the high returns could be ob- 
tained. Of course, higher yield suggesied 
greater risk, and it was admitted that some 
losses would probably be suffered but that 
the return on the profitable investments 
would more than compensate. To provide 
for this contingency, the early trusts set 
aside a portion of their “excess income,” 
that is, income greater than that which 
could be obtained on prime investments 
within England, carrying it to a “Reserve 
Fund.” When losses did occur, they were 
charged against this account, instead of 
causing an impairment of capital or surplus 
and a suspension of dividends. 

While some American trusts have fol- 
lowed this same practice of a reserve fund 
for losses, not all of them have been so 
conservative, and the point is of utmost 
importance. Furthermore, the “bull market” 
in stocks during the year 1925 has carried 
prices to high levels and a second reserve 
fund for fluctuations in security prices 
should be set up if the securities are being 
carried at prevailing quotations, the same as 
has been done by most insurance companies 
having large holdings of stocks. 


Recent Liquidations 


URING the latter part of March it was 

publicly announced that the Empire 
Trust Company of New York had received 
notice of the termination of three trusts 
for which it has acted as trustee. These in- 
clude the United American Chain Stores, 
Inc., United American Electric Companies, 
Inc., and the United American Railways, 
Inc. The holders of a round number of 
bankers’ shares may tender them to the 
trustee in exchange for a unit of the various 
stocks pledged as security. After the ex- 
piration of a certain period the trustee will 
sell in the open market all the underlying 
shares not called for, thereafter distribut- 
ing the cash proceeds on a pro-rata basis to 
all the remaining holders of bankers’ shares 
on surrender of their certificates. 

From the stockholders’ point of view this 
dissolution comes at a timely moment, con- 
sidering the general level of security prices 
and the relative inelasticity of the trust 
agreement. The present quotations on the 
bankers’ shares are around or slightly above 
the prices at which they were first offered 
in the summer of 1924, so that the original 
holders will have lost nothing on their 
commitments. Under the English plan, the 
trustee exercises an active management and 
is empowered to make substitutions in the 
collateral whenever it is deemed advisable. 
without legal formalities, a provision which 
permits the weeding out of weaker is- 
sues at any time, and the acceptance of 
profit in too highly valued issues. Under 
the plan of these three American trusts, 
however, the indenture gives the trustee 
only limited discretion and provides that 
the makeup of each unit of underlying 
stocks must be maintained with little change, 
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a restriction that is a serious handicap in 
times of widely fluctuating security prices. 
Another point which holds no opposition to 
the liquidation of these trusts is the fact 
that although it was originally planned to 
have the bankers’ shares listed on the New 
York Stock Exchange, this has never been 
done, and the Governors of the Exchange 
adopted a rule prohibiting members from 
participating in the formation or manage- 
ment of investment corporations “in which 
the interests of investors are not fully pro- 
tected.” 

During the same month another item of 
interest on the subject of investment trusts 
was the published announcement of the Na- 
tional Food Products Corporation that it had 
entered into a consent decree with the United 
States government, in settlement of an anti- 
trust suit filed in February. The petition 
alleged, among other things, that the Cor- 
poration’s acquisition of certain stocks and 
the continuance of its operations would sub- 
stantially lessen competition between com- 
peting corporations in the food industry and 
would thus violate the terms of the Clayton 
Act. In accordance with the consent decree 
the Corporation has disposed of the voting 
stocks of certain concerns, but is left free 
to carry out its purposes as an investment 
corporation so long as it does not acquire the 
voting stocks of concerns competing in the 
same line or the same locality, or through 
interlocking directors or other means per- 
mit a situation which might restrain trade 
and commerce or tend to create a monopoly. 


American Investment Trusts 


OLLOWING is a list of the principal 

American investment trusts including the 

four types described above, and showing 

the date of their organization: 
Location Organized 

1925 


1924 


American - Belgian 
Financial Corp. ....Brussels 
American European 
Utilities Corp. .....New 
American Foreign 
Securities Co. .....New 
American Superpower 
Corp. N 
American 
Share Corp. 
American States 
curities Corp. 
American & Conti- 
nental Corp. ....... New 
Bankstocks Corp. ..New 
Bond Investment Trust.Boston 
Electric Investors, Inc.New 
European Shares, Inc.New 
Financial Investing Co. 
of N. Y., Ltd New 
First Federal Foreign 
Investment Trust ..New 
German Credit & In- 
vestment Corp. ....New 
International Securities 
Trust of America...Boston 
Investment Managers 


May, 
York... 
York... 
York... 
York... 


.Aug., 
-July, 1916 
-Oct., 1923 
1924 
1925 


1924 
1925 
1923 
1924 
1926 


1924 


. May, 


. .Dec., 


1926 
1926 


New York.... 


Share Co. 
Nation Wide Securities 


ets New York..... 
New England _Invest- 
ment Trust, Inc.....Boston 
North American In- 
vestment Corp. ....San Francisco .Oct., 
North American Util- 
ity Securities Corp..New 
Swedish-American In- 
vestment Corp. ....New 
United American Chain 
Stores, Inc. 
United American Elec- 
tric Companies, Inc. New 
United American Rail- 
ways, Inc. New 
United Bankers Oil Co.New 
U. S. & Foreign Se- 
curities Corp. ...... New 


York... .Dec., 
York... .Dec., 
York... .July, 
York... .April, 


York... .June, 
York....Nov., 


York... .Oct., 
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Not Merely 


Definite 


A new way thousands of Banks now use to keep names at prospects’ finger-tips 


of advertising your institution to the 
people whose good-will you seek to 
gain or continue—-at a very low cost per 
year. It is a method employed today by 
leading banks, manufacturers, industrials. 
That it pays for itself many times over is 
proved daily by our large repeat orders. 
This new way, which we sell for the 
wasteless results it brings, is the Autopoint 
Pencil. But this is no mere pencil. Others 
have offered you pencils as an advertising 


Te: offers a remarkably effective way 


given to clerks—your ad became non-ef- 
fective. 

With Autopoint this is different. To be- 
gin with, the pencils themselves are hand- 
somely made, strongly built. Exclusive fea- 
tures of construction have placed them far 
above competing pencils. They never jam, 
cannot burn or break. (They are made of 
feather-light Bakelite, with but one moving 
part in the pene Hence it is always 
ready for work. 

The name of your Bank is stamped on 


weeks’ “‘newness” they were 


Autopoint’s 3 
Exclusive Features 


Cannot “jam” protected by an 


exclusive patent. 


2 Bakelite barrel—onyx-like, 
weight material — cannot 


split, tarnish or burn. 


3 But 2 simple moving parts. Noth- 


ing complicated to go wrong. 
repairs, no bother. 


Better Pencil” 


Autopoint Company 
4619 Ravenswood Ave. 
Chicago, Illinois 


Mail the Coupon NOW! 


Confused Trend 


(Continued from page 690) 


difficulties might arise not only in the field 
of credit but in those industries where vol- 
umeis dependent upon the free utilization 
of this plan. 

Unfortunately there is probably no 
important industry in the country about 
which there exist so many popular 
misconceptions as banking. Banks are pub- 
lic servants exchanging credit which has 
only limited acceptability for a type of 
credit that is universally acceptable. 

There was a time when profits in the 
banking business were good and it is quite 
true that in times past banks did often 
charge rates of interest that were out of 


“stunt,” and after they had outlived a few 
discarded, 


light- 
dent, 


the barrel of the pencil. And just as the 
executive you want to reach will never lose 
or throw away his Autopoint, just so surely 
your advertisement remains right at his 
tneer-tips, where it will serve to advertise 
your Bank for years. 

If you do not know Autopoint, let us 
send a sample to you. To executives of any 
bank we will gladly send a free Autopoint 
Pencil, with full particulars as to prices in 
quantity, imprinting, etc. We will supply 
you with names of hundreds of large users 
of Autopoint, who find this an effective, 
economical way to advertise their busi- 
nesses. 

Fill out the coupon NOW. 
letterhead and mail to us. We will send your 
Autopoint by return mail, and the whole story 
of this new wonderful advertising medium. 


Attach it to your 


JABA-4 
AUTOPOINT COMPANY For Ezecutiwes 
4619 Ravenswood Ave., Chicago, Ill. Only 


Without obligation, please rush sample Autopoint Pencil, 
your business-building gift proposition, prices of pencils 
and stamping and full information. I attach business 
card or letterhead. 


proportion to the service rendered. Condi- 
tions in this respect, however, have been 
steadily changing. In fact, they have 
changed to such an extent that the banker 
today finds difficulty in making even a fair 
return for the investment which the share- 
holders have in the bank. 

In this connection it may be interesting 
to point out the chief source of expense in 
the banking business. Out of every dollar 
of gross income received by the national 
banks in this country, anywhere from 35 to 
37 per cent is paid back to depositors in 
the form of interest on deposits, leaving 
not much more than 60 per cent of gross 
income to meet all expenses of operations 
and losses inevitable in the business, to- 
gether with a return on invested capital. 
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Are Your Certified Checks 


LEADING BANKS USE THE HERCULES CERTIFIER 


Completely and Safely 
Certified ? 


The HERCULES AMOUNT CERTIFIER has 
six important features. 


The entire Certification 
is impressed into the 
fibres of the check. 
IT CANNOT BE AL- 
TERED. 


It macerates the serial 
number of the certifica- 
tion. IT COMPLETES 
THE RECORD. 


It macerates the date of 
the certification. 
INVALUABLE SAFE- 


macerates the 
of the 
IT CANNOT 
BE RAISED. 


Its impression is dis- 
tinctive. IT CANNOT 
BE DUPLICATED. 


Its impression is cut 
into the fibres of the 
check and can be read 
from both sides. It 
does not tear the paper. 
IT CANNOT BE 


GUARD. 


OVERLOOKED. 


Duplicating the impression made by the HER- 
CULES CERTIFIER is practically impossible. 


An Interesting Booklet or a Salesman’s Demonstration 
Upon Request. 


COLONIAL ENGRAVING COMPANY 


137 Federal Street 


BOSTON, MASS. 


The HERCULES Time 
Stamp and the HERCULES 
Utility Stamp are also leaders 
in their respective fields. All 
HERCULES products are 
built for long hard usage and 
are examples of finest work- 
manship. 


HERCULES AMOUNT CE RTIFIER 


We Now Face 
(Continued from page 692) 


technicians and capitalists do. In other 
words Mexico’s immigration problem is 
just the opposite of ours. If our immi- 
grants had been predominantly managers, 
technicians and capitalists, the more immi- 
grants we had the better it would have 
been for manual workers in this country. 
As it was, however, the more immigrants 
we had the worse it was for our own manual 
workers. 

Some time ago we excluded Asiatic la- 
borers. Most Oriental countries are over 
crowded with manual workers. They have 
learned to subsist on a very cheap scale of 
living and the supply of such workers is so 


nearly inexhaustible that they could even- 
tually have lowered the wage scale in this 
country to their own level. They would 
certainly have crowded our people of Euro- 
pean blood from the Pacific Coast to the 
Atlantic as Europeans at one time crowded 


_the native American from Atlantic Coast 


to Pacific Coast. There was nothing to 
prevent this country from being an Asiatic 
Colony as it once became a European colony 
except our policy of exclusion. Later we 
put European immigration on a quota basis, 
that helped still more and has made possible 
the present wage scale and general diffusion 
of prosperity in this country. 

We are now faced with the problem of 
Mexican immigration. The economic situa- 
tion, as between this country and Mexico, 
is very simple and can be stated briefly. 


In the absence of interference, Mexico 
would import business training and capital, 
and export unskilled labor. Business train 
ing and capital are scarcer in Mexico than 
here; unskilled labor is scarcer here than 
in Mexico. These are the primary facts in 
the situation. The reasons for their exist 
ence are simple, but their consequences are 
important. 

The situation is such as always arises 
between any two neighboring countries, 
one of which has democratic institutions 
and a system of popular or universal educa- 
tion directed toward practical ends, the 
other of which has aristocratic traditions 
and no system of popular or universal 
education. The one will always have a 
relative abundance of business training and 
capital, and a relative scarcity of the lower 
grades of unskilled labor. The other will 
always have a relative scarcity of business 
training and capital and a relative abundance 
of unskilled labor of the lower grades. The 
one will always, in the absence of restric- 
tions, export business training and capital, 
and import unskilled labor. The other will 
always, in the absence ot restrictions, im- 
port business training and capital, and ex- 
port unskilled labor. 


The few who possess business training 
and capital in Mexico have an easy time. 
They have few competitors and plenty of 
cheap labor. They do not want American 
business men and capitalists to come to 
Mexico to compete with them. Neither do 
they want unskilled laborers to leave Mex- 
ico for the United States. 


The many unskilled laborers in Mexico 
have a hard time. There are many com- 
petitors for jobs and few jobs for them. 
It is to their advantage to have business 
training and capital come to Mexico. It 
starts new industries and gives more em- 
ployment. For the same reason Mexican 
peons like to come to this country where 
business training and capital are more 
abundant, and jobs better than in their own 
country. 


Employers who want cheap labor would, 
some of them, like to encourage Mexican 
peons to come to this country. Cheap labor 
means poverty. You cannot have one with- 
out the other. Besides the coming of Mex- 
ican peons will create another race problem 
similar to the one we now have in the South 
and to some that we would have had on 
the Pacific Coast if we had not restricted 
Japanese and Chinese immigration. Some 
of us do not want any more race problems. 

Wage workers in this country do not 
want the country flooded with cheap labor 
from Mexico or from any other country. 
That would depress wages for all labor and 
bring widespread poverty. 

I wonder how many people are aware of 
the danger which confronts a country with 
an efficient educational system by means of 
which every individual is enabled to get 
the kind of education he needs, and to go 
as far with his education as his native abil- 
ity will justify. Two rather striking things 
result from such a system as this, first, it 
tends to thin out the unskilled manual work- 
ers who have nothing but muscular power 
and manual dexterity to sell. That kind of 
labor becomes relatively scarce. Second, 
the number of those who can do the kind 
of work that requires mental training 1s 
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greatly increased. If this were world wide 
or if it were permitted to produce its logical 
results in any single country, the tendency 
would be toward the equalizing of prosperity 
among all classes and occupations. There 
would be so few unskilled manual laborers, 
or manual labor would become so scarce as 
to command high wages. At the opposite 
end of the scale there would be so many 
intellectual laborers as to increase competi- 
tion among them and considerably reduce 
the higher levels of income. 

The danger arises when there are other 
neighboring countries that do not have 
a good educational system. In such coun- 
tries unskilled manual labor will be abundant 
and cheap, the few who have sufficient 
training to do the kind of work that re- 
quires mental training will be relatively 
very prosperous. 

Suppose that we have such an efficient 
educational system as that described above 
and that our neighbors, say Mexico, do not 
have it. Unskilled manual labor will be 
abundant and cheap in Mexico, skilled, 
technical, intellectual labor will be scarce 
and dear. This will start the migratory 
tendency, first unskilled labor will move 
northward across the Rio Grande, skilled, 
technical and mental labor will go south- 
ward. In the vernacular we shall be ex- 
changing brains for brawn. Moreover, 
there is no limit to these two tendencies 
except restriction on the one hand or such 
diffusion of people on the other hand as to 
bring the two countries to a uniform level. 

This is not mere theory, it is observable 
in actual operation wherever you find two 
countries, one of which has a good educa- 
tional system and the other has not. Be- 
fore the World War the tendency showed 
itself as between Germany and some of her 
neighbors on the East and South. German 
business managers and technicians were 
going to the other countries, and, within 
limits set by Germany herself, the cheapest 
kind of unskilled labor was going into Ger- 
many. 

The same thing happens as between dif- 
ferent sections of the same country. New 
England still sends training and talent to 
the South and is importing negro laborers 
from the same section. Of course, New 
England cannot restrict immigration from 
the South. The only remedy seems to be 
to use such pressure as can be brought to 
bear to build up in the South an educational 
system comparable with that of the North. 
If we could bring such pressure to bear on 
Mexico as would lead her to build an edu- 
cational system similar to our own that 
would be a happy solution. If we cannot 
do that I see but one solution and that is 
to restrict immigration of Mexican laborers 
into this country. 

Even our present quota law is being at- 
tacked in very subtle ways. There are 
some cases of hardship when a foreign- 
born relative of some one already here is 
excluded because the country from which 
the immigrant comes has exhausted its 
quota. That could easily be remedied, with- 
out hardship, by giving precedence, within 
the quotas, to such relatives. Such a meas- 
ure would relieve every real case of hard- 
ship and satisfy every one who is moved 
to sympathy by such cases. It does not 
satisfy those who are trying to get more 
cheap labor into the country. They are 


The Opportunity 


exceptionally attractive. 


West.” 


Los Angeles 
(Watch This Space for Further 


See the West. 
See it as the 
Guest of Western 
Bankers —~ 


ou Have Been Waiting For— 


The annual convention of the American Bankers Association, to be 
held at Los Angeles, October 4-7, makes a trip to the Pacific Coast this 
@ Bankers’ sight-seeing committees have 

en organized in SEATTLE, SPOKANE, PORTLAND, SAN FRAN- 
CISCO, OAKLAND, SALT LAKE CITY and SAN DIEGO for the 
purpose of escorting visiting bankers and their families on sight-seeing 
trips. This arrangement gives you an exceptional opportunity to see 
all points of interest in the various Western cities as the guests of local 
bankers. @ At Los Angeles there awaits you a convention that will be 
inspiring and illuminating, with ‘‘ unusual” entertainment features. 
Bring your family with you and make this Western trip a real vacation 
for all. @ LOW RAILROAD RATES IN EFFECT FOR THE CON- 
VENTION are another reason why you should heed the ‘‘Call of the 


Los ANGELES CLEARING HousE ASSOCIATION 


California 


Particulars in the May Number) 


750 Safe-Guards 
In a single order! 


After a rigid competitive examination, the Societe Generale 
Francaise equipped its branches with the machine that pro- 
tects the payee’s name; safeguards the legal amount and has 
exclusive, patented features such as automatic ink feed. 
Are you Safe-Guarding your checks—and those of your 


depositors P 


Safe-Guard Check Writer Co. 


5-7 Beekman Street 


merely using these few cases of hardship 
to evoke sympathy in order to get the quotas 
enlarged. 


The Observant 


(Continued from page 676) 


ing, she thought she had better take ad- 
vantage of the unusual opportunity. 

“Talking about weekly payments re- 
minds me that President Coolidge told 
a reporter that he approved of the idea of 
installment buying,” she said. “I thought 
you always told me that it was much better 
to pay cash.” 

“Yes,” her husband replied, “and I still 


New York, N. Y 


think so. President Coolidge did not ap- 
prove installments. He merely said that in- 
stallment buying provided some definite ar- 
rangement by which the debt was to be ex- 
tinguished and that such a definite arrange- 
ment was better than the old fashioned 
method of a plain charge account without 
any idea as to when or how it was to be 
paid. Of course, there are certain things 
that have to be paid for in installments, 
such as buying a house and things of that 
sort, but when installment buying enters 
into the small everyday things of life, it is 
a pretty expensive proposition for the poor 
man who really thinks that he is saving 
money. One of the banks in New York state 
came out with the exact figures the other day 
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which showed that on a $500 purchase, if 
a man agreed to pay in installments over 
a period of ten months, he actually paid 
$530, but if he had put the same amount 
of money in the savings bank every week 
and waited until he got enough, his cash 
outlay for the same thing would have been 
only $490. The other $10 came from the 
bank as interest. This is a_ particularly 
good argument against installment buying 
unless it is absolutely necessary, and if the 
banks would only use such practical ad- 
vertisements as this, telling what they can 
do for their depositors, it would be a lot 
better than talking about how big they are 
or what prominent officers they have. 
“You were talking a minute ago about 
the clock out in front of the First National 
Bank. I think that is a good trademark 


and it makes people think about the bank. 
When I was in Boston last summer, I no- 
ticed that all the savings banks had on 
their windows a big oval seal with a picture 
of a pyramid and the word “Stability” on 
it. It seems they have an association up 
there of the mutual savings banks and they 
have adopted this trademark. Every sav- 
ings bank in Massachusetts has it on its 
windows and they advertise all over the 
state for depositors to save where they see 
that seal. It is just the same idea as the 
clock in front of the First National. It is 
a trademark, only instead of applying it to 
one bank, they have applied it to nearly 200, 
and they tell me that three of the other 
states close at hand have adopted the same 
trademark so that almost anywhere that a 
person goes in New England, he can tell 


A*20 Binder MakesY our File of 
Journals a Book of Reference 


Simple, Durable Binders 


for 
American Bankers 


Association Journal 
and PROTECTIVE DEPARTMENT SUPPLEMENTS 


You value the news, the views, the ideas and the other benefits 
you get from the AMERICAN BANKERS ASSOCIATION JOURNAL at 
many times your small subscription investment each year. 


Grasp this opportunity for greater service from the magazine— 
insert the JOURNALS and Protective Supplements in a simple, 
durable cover, until they have fully served you, whether for 


months or for years. 


No punching, keys, “spare parts” or other 


annoyances to try your patience each month. 


The binder is gold-lettered, but is not dated, permitting you to 


keep only special issues if you so prefer. 


$2 each, postpaid, from 


American Bankers Association Journal 


110 East 42d Street 


New York City 


Send one (1) A.B.A. Journal Binder to 


Address 


April, 1926 


a savings bank at once by the seal on its 
windows.” 


The Trade Mark Idea 


66 HAT trade mark idea looks good to 

me. Why don’t the banks down here 
do something of that sort? It seems to me 
if they all got together and talked about 
the things that each one of them does, they 
might find new ways they could be of 
service.” 

“Well, they do get together,” replied her 
husband. “They all belong to the Ameri- 
can Bankers Association and for the last 
two or three years the savings banks have 
been getting together in groups in different 
parts of the country to study just how they 
can serve the people best. This is the third 
year that they have done it and it has al- 
ready proved a very valuable means of 
showing each bank how it can improve its 
service to depositors, and when you come 
right down to it, service to its depositors 
is the only excuse for the existence of any 
bank.” 

“That reminds me,” went on Mr. Positor, 
drawing from his pocket a little slip of 
paper. “I know Jim Jones, the treasurer 
of the Citizens Savings Bank, pretty well 
and he gave me a copy of some of the reg- 
ulations which they give out to their clerks. 
They believe in selling the service of the 
bank to their clerks so the clerks in turn 
may sell it to the depositors. It’s like the 
story of the young lady whose father was 
a salesman, and she showed some good 
lines herself. Let me read these regula- 
tions to you. They call them “Ten Com- 
mandments for a Bank Clerk.” 

I. BE AGREEABLE: You are the contact 
point between the bank and the depositor. You 


make the bank’s reputation in the mind of the 
depositor. 

II. KNOW YOUR GOODS: The depositor ex- 
pects you to be able to answer any question about 
your bank. Selling the service of your bank 
requires a thorough knowledge of banking prac- 
tice. 

III. DON’T ARGUE: Somebody once said that 
the customer is always right. If this is applied 
reasonably it is a pretty good motto to live 
up to. 

IV. MAKE IT PLAIN: You_ know the rea- 
sons for asking depositors to fill out certain 
forms or to do certain things. There is nothing 
mysterious about it, so explain it to them. 

V. TELL, THE TRUTH: The reputation of 
your bank is on your shoulders. Neither you 
nor your bank can afford the slightest doubt as 
to the reliability of your statements. 

VI. BE DEPENDABLE: If you promise to do 
something for a depositor, do it. 


VII. REMEMBER NAMES AND FACES: 
There is nothing more pleasing to a depositor 
than being greeted by name. It makes him feel 
at home in your bank. 

VIII. DON’T BE EGOTISTICAL: Most people 
are, naturally, but you are at the counter to sell 
bank service, not to make a good personal im- 
pression. 

IX. THINK SUCCESS: Radiate prosperity. 
Talk about successful things and people. Don’t 
be a grouch. 

X. BE HUMAN: 
to disseminate 
catalog. 


I If the bank merely wanted 
information it would use a 


“Jones tells me that one of their slogans 
is ‘We give two kinds of interest—4 per 
cent and personal.’ That is a catchy little 
slogan that seems to appeal to people.” 

“Yes,” replied his wife, “it may appeal 
to people, but it has often struck me that 
we people who put our money in the bank 
haven’t any particular way of checking up 
on that 4 per cent to see just what it means 
and just how it is figured. How do we 
know whether the bank is paying us as 
much as it ought to?” 
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Shaving Down Interest 


<6 OW you have struck on a point that 

is being debated by the bankers. 
‘here are some banks that advertise a large 
ate of interest but they make so many 
-eservations and so many conditions in 
‘heir own minds that the actual amount the 
depositor gets may be no more than 2 per 
cent when figured on an honest basis. I 
do not think it is honest for a bank to 
advertise 4 per cent unless it actually in- 
tends to pay that amount on a fair basis. 
There are ten different ways of figuring 
interest on savings deposits and only one 
of them is absolutely fair to the bank and 
to the depositors. I know it is a tempta- 
tion if a bank’s income drops a little bit to 
shift the method of figuring interest and 
still pretend to pay the same rate, but it 
isn’t dealing honestly with the depositors. 

“Jim Jones was telling me of another 
idea they have found very useful in their 
savings work. He told me that they sent 
out a lot of nice looking circulars to people 
who already had accounts with them and re- 
minded them how hard it was to get into 
the habit of regular saving. The bank 
suggested that perhaps the depositors would 
like to have the bank mail them a bill 
the first of every month for whatever 
amount each depositor felt he ought to save. 
Of course it wasn’t really a bill that had 
to be paid if the depositor didn’t want to, 
but it looked just like the grocer’s bill and 
the rest of the monthly bills and it usually 
had the same moral effect on the depositor. 
Jones told me it worked beautifully and that 
a lot of the depositors sent back word that 
they wanted the bank to send them bills 
every month.” 

“IT should think that if a lot of people did 
that, some of them would soon be get- 
ting pretty big amounts in the bank. Do 
you think that the bank ought to try to 
make the depositor keep his money there at 
4 per cent when he could probably invest 
it and get a better rate of interest?” 


Selling Securities 


$6 ELL, some of the most up to date 

banks have solved that very ques- 
tion by arranging to sell securities to their 
depositors. Sometimes they sell shares in 
first mortgages. Sometimes they act as ad- 
visers and purchasers of other kinds of 
securities. They are realizing again that a 
satisfied customer is their best advertise- 
ment and even though they lose temporarily 
some, of the customer’s account when he 
invests, they have earned his goodwill and 
he is going to tell his friends what the 
bank has done for him.” 

“Now I think you have hit the nail on 
the head,” said Mrs. Positor. “Don’t you 
think after all that in spite of all the news- 
paper advertising, in spite of all the souven- 
irs, the solicitation of accounts, the school 
and industrial savings, and all the other 
methods that a bank uses to bring itself 
to the attention of the public, the very best 
advertisement of all is when a man who 
is already a depositor tells a friend how 
well the bank treats him.” 

“You are absolutely right,” replied her 
husband. “A bank which has a reputation 
ior promptness, courtesy, and friendly con- 


AMERICAN BANKERS ASSOCIATION JOURNAL 


More than $100,000,000 
in Comfort and Service 


re over ten years the 
United Hotels Com- 
pany has been building up 
a great institution. 


Its chain of magnificent, first-class, 
fireproof hotels now extend from 
the Atlantic to the Pacific Coast, 
covering principally the Eastern 
part of the United States and the 
Eastern part of Canada. Each unit 
in this chain—the largest in the 
world—shares in the civic respon- 
sibilities of the communities which 
it serves. 


The United Hotels endeavor to maintain 
and make available superior comforts and 
service at all times. To this end more 
than one hundred million has been in- 
vested, 


UNITED HOTEL 
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Rochester, N. Y. 

The Niagara 
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8t. John, N. B. 
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EXPERIENCE 


57 Years of Seasoned Experience in every phase of bank- 
ing service has qualified this bank to act for you as “A 
Thoroughly Satisfactory Chicago Correspondent.” 


We invite you to utilize the broad experience, conservative counsel 
and sincere helpfulness which our correspondents uniformly enjoy. 


FREDERICK H. RAWSON 
Chairman of the Board 


Harry A. WHEELER 
President 


Craic B. HAzLEwoop 
Vice-President 


UNION TRUST COMPANY 
CHICAGO 


SAFETY SPIRIT EXPERIENCE CALIBER 


sideration for its depositors will have a host 
of enthusiastic depositors who will do more 
advertising for it than the bank could prob- 
ably purchase in advertising space and that 
means that the bank must treat its own 
employees with the same courtesy and fair- 
ness that it treats its depositors, because 


CONVENIENCE 


COMPLETENESS PRESTIGE 


the whole atttitude of the bank is reflected 
by the clerks in their dealings with the 
depositors.” 

“Well, to sum it all up,” said Mrs. 
Positor, “we don’t get very far from hu- 
man relations in any kind of business, do 
we?” 
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Send Your Friends 
to this Bank 


Letters of Introduction receive 
the utmost care and attention 


President J. DaBney Day 
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Vat. J. Grunp 
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E. T. PerricRew 
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J. Ross CLarx 

G. W. WaLKER 
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F. R. Atvorp 


Asst. V- Presidents 
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FIFTH AND SPRING 


CITIZENS 


ATIONAL BANK 


LOS ANGELES 


To the 
English 


Wordsworth, Coleridge and 
Southey captured the love- 
liness of England’s Lakes in 
gems of happy verse. Turner 
and Romney were inspired by 
their beauty. 

Travel northward to the 
Lakes by the fast express 
trains of the London Midland 
and Scottish Railway. They 
have restaurant cars for day- 
time journeys and sleeping 

cars for night trains. 


Illustrated pamphlets from John Fairman, 
LMS Agent, 200 Fifth Avenue, New York, 
or from any office of Thos. Cook & Sone 


Reserve Banks 
‘(Continued from page 670) 


transactions from New York to other cen- 
ters and have made the country’s finance 
somewhat less dependent on New York, the 
New York money market remains the coun- 
try’s principal center for the use of surplus 
funds, and for the adjustment of banking 
reserves. The precise methods by which the 
money market gains elasticity through the 
operations of the Federal Reserve Bank 
of New York are therefore of interest. 


MARKET 


iv 


FEDERAL 
RESERVE 

||_ BANKS || 


STOCK EXCHNGS 
MONEY 
MARKET 


COMMERCIAL 
PAPER 
MARKET 


Diagram 2—The bill market and the market for short term government securities 
have a direct approach to the Reserve Banks but the other principal money markets 
have no such direct access 


Access to the Reserve Bank 


HE money market and the Federal Re- 

serve Bank of New York are connected 
by several channels of communication. 
Diagram | is an attempt to illustrate these 
channels of communication between the Re- 
serve Banks and the money market. 

Of the four principal markets which 
make up the money market, two have direct 
access to the Reserve Banks. Under the 
terms of the Reserve Act, the Reserve Banks 
have authority to buy bills and government 
securities in the open market, but they can- 
not buy commercial paper or make loans in 
the stock exchange money market. 

It is through the member banks that the 
money market has its principal connection 
with the Reserve Banks. The amount of 
Reserve’ Bank funds which goes directly 
into the money market is small compared 
with the amount which is advanced to mem- 
ber banks and reaches the market indirectly. 
The member banks can pass on to the Re- 
serve Banks the securities dealt in by three 
of the four money markets, bills, United 
States securities, and commercial paper. 
They can sell bills to the Reserve Banks; 
they can borrow with bills, United States 
securities or commercial paper as collateral ; 
or they can rediscount bills or commercial 
paper. In addition, they can rediscount or 
secure advances upon their customers’ com- 
mercial paper. Non-member banks can sell 
bills to the Reserve Banks. 

It should be noted that in all but one of 
these types of transaction by which the mar- 
kets or banks secure Federal Reserve funds, 
the initiative is taken by the dealer or the 
banker. It is only in the purchase of United 
States government securities that the Re- 
serve Banks at times take the initiative, and 
such purchases are frequently made on the 
initiative of the dealers in government se- 
curities who require assistance in carrying 
their portfolios. 

Another interesting feature of the rela- 
tionship between Reserve Bank and money 
market is that in certain of the transactions 


in bills and government securities the New 
York Reserve Bank acts as the agent of 
other Federal Reserve Banks. <A consider- 
able part of the holdings of acceptances 
and government securities of all the Reserve 
Banks is purchased in New York. 


Through these various channels there has 
developed a close relationship between the 
New York money market and the Reserve 
System. The operations of the Reserve 
Bank of New York, and in lesser degree of 
the other Reserve Banks, have come to re- 
flect money market changes in much the 
same way as the reserves of New York City 
banks formerly reflected such changes. To- 
day when $25,000,000 is withdrawn from 
New York to meet a demand for currency 
for harvesting, the demand often falls as 
before on the money market and through 
the market on the New York City banks. 
But these banks no longer rely solely on 
their surplus reserves in meeting such a 
demand. They can borrow at the Reserve 
Bank. The immediate effects of this bor- 
rowing are not greatly different from the 
effects of using surplus reserves. Funds 
from the Reserve Bank have to be paid for 
at the discount rate and the use of addi- 
tional Federal Reserve funds is usually ac- 
companied by some firming in money rates, 
just as was the putting to. use of surplus 
reserves. The principal difference between 
the two operations lies in their possible ex- 
tent. In the old days there were rigid and 
not far distant limits to the use of sur- 
plus reserves; now the mechanism of the 
Reserve System provides for a much larger 
possible expansion. It gives much greater 
elasticity while providing also restraints 
against too great expansion. 


The close relationship between money 
market movements and the Reserve Bank 
may be illustrated by a comparison of the 
day-to-day fluctuations of* the call loan 
rate, the most sensitive index of money 
market conditions, and the changes in the 
amount of Reserve Bank credit in use. This 
comparison is made in diagram 3.. It shows 
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that when money is in demand, as shown 
by high call loan rates, the banks and the 
market draw funds from tne Reserve Bank, 
and the amount of Reserve Bank credit 
in use is increased. Conversely, when the 
supply of funds increases, as shown by low 
call rates, funds are returned to the Reserve 
Bank. Just as the country as a whole is 
constantly adjusting its credit supply to its 
needs through the New York market, so 
the New York market is daily adjusting its 
supply to the demand through the Reserve 
Banks. 

The character of Federal Reserve tran- 
sactions with the banks and the money 
market, which consist primarily o1 opera- 
tions for the adjustment of position, is re- 
vealed by the rapidity with which loans are 
made and paid off. The average amount 
of bills and securities (including loans to 
member banks) held by the Federal Reserve 
Bank of New York during 1925 was $287,- 
000,000. “'.. total amount of bills and se- 
curities acyuyred during the same period was 
$19,900,000,000. Thus the average loan or 
investment was for only five days. The 
average number of days for which different 
types of paper were held was as follows: 


Discounts and Advances....... 3 days 
Bankers’ Bills 


The facilities for elasticity which the Re- 
serve Bank has provided for the money 
market have given the market greater sta- 
bility. The day-to-day fluctuation of call 


money rates is about half as large as be- 
fore the establishment of the Reserve Sys- 
Seasonal changes have been reduced. 


tem. 
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Diagram 3—Daily changes in money conditions in the New York market during 1924 


were reflected in the loans and investments 0 


f the Federal Reserve Bank of New York 


Commercial Paper 
(Continued from page 700) 


twenty cents. Taking the three years end- 
ing September” 1, last year, the loss to na- 
tional banks on commercial paper was one- 
eighteenth of the percentage loss on invest- 
ments and one-fifteenth the percentage loss 
on direct loans to customers. During 1923 
approximately 2600 firms sold paper of this 
character, and of that number only seven 
failed, four of them later paying out, result- 
ing in less than 1/100 of 1 per cent loss on 


the volume sold. The record for 1924 and 
1925 was practically the same. These fig- 
ures are reliable. Compare them with losses 
on local loans. No bank has ever failed be- 
cause of losses on commercial paper. 

The second characteristic of this paper, 
which makes it desirable for country banks, 
is its maturity. The bank sets the date for 
payment, or the return of its money, and the 
bank does not have to renew and will not 
even be asked to do so. The paper is paid 
promptly and without quibbling. In case of 
sudden, unexpected calls from depositors, 


Industrial Acceptance 


Corporation 
New York 


Capital & Surplus Over $7,000,000 


COLLATERAL TRUST GOLD NOTES 
(The National City Bank of N. Y., Trustee) 


The Notes of this Corporation are regarded by a nation-wide 
banking clientele as appropriate and attractive investment 
for short term funds. They may be obtained under customary 
option in varying maturities between 2 and 12 months. Com- 
fete information available on request to any of our offices. 


Commercial Paper Offices 
NEW YORK 
100 East 42nd Street 


Financing exclusively dealers of 


THE STUDEBAKER CORPORATION 
OF AMERICA 


> 
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FOR BANKS 


Short Time Tax Secured 
Bonds Yielding 67% 


A large number of our Bank cus- 
tomers have for many years been 
regular buyers of these bonds for 
their own investment and for clients. 


We now have available 


Municipal Securities Corporation 
_ of Chicago 


6% Collateral Trust Bonds 


Maturities one to ten years 


Secured by Municipal obligations is- 
sued by such cities as 


Wichita Falls, Texas 
Los Angeles, California 
and Tampa, Florida 


Price 100 and interest 


Complete circulars on request 
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Incorporated 1910 
MUNICIPAL BONDS 
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New York St. Louis Detroit 
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WE underwrite and distribute Public 
Utility, Industrial and Municipal Bonds. 


Special service to Banks in bonds 
for investment or re-sale. 


Full details on request. 


AC.ALLYN4» COMPANY 


Incorporated 


CHICAGO Phone Randolph 6340 
Milwaukee 


67 West Monroe St. 


New York Philadelphia Boston Minneapolis San Francisco 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Offices: 


250 West 57th Street, New \ ork City 


HE obligations of this instiiution are selected as appro- 

priate and sound mediums for short term investment by a 
large banking clientele. They may be obtained in convenient 
denominations and suitable maturities. 


DIRECTORS 
O. H. P. LaFarge 


General Motors Corporation 
Seward Prosser 


Chairman, Bankers Trust Company, 
New York 


John J. Raskob 


Chairman, Finance Committee, General 
Motors Corporation 


Alfred P. Sloan, Jr. 

President, General Motors Corporation 
John J. Schumann, Jr. 

Vice President 
Donald M. Spaidal 

Vice President 


Alfred H. Swayne 
Chairman — Vice President, 
Motors Corporation. 


Curtis C. Cooper 
President 

Albert L. Deane 
Vice President 

Pierre S. duPont 


Chairman, General Motors Corporation 
and E. I. duPont de Nemours e Co. 


Lammot duPont 
Finance Committee, General Motors 
Corporation. 


General 


Alabama Half Dollars 1921....... $1.50 Maine Half Dollar 1920.......... $2.00 
Alabama Half Dollars with star... 2.00' Missouri Half Dollar 1921........ 2.50 
California Half Dollar............ 1.50 Missouri Half Dollar with star 1921 2. 

Grant Half Dollar with star 1922.. 2.00 Monroe Doctrine Half Dollar 1925. 1.50 
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Huguenot Half Dollar 1924........ 2.00 Pilgrim Half Dollar 1920-1921..... 1.50 
Lexington Concord Half Dollar 1925 1.50 Stone Mountain ................. 1.50 
Lincoln Half Dollar 1918......... 1.50 Vancouver Half Dollar........... 1.50 


16-18 Exchange Place 
New York 
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this paper is readily accepted by the F.d- 
eral Reserve Bank for re-discount. 

Consistent with its safety and desira!le 
maturities, the interest rate on this paper 
very satisfactory. At present commerc:il 
paper will net the bank an average of = 4 
per cent. Since 1900 one firm has check«d 
weekly the rates on this paper and hi h 
grade bonds and has found that comm 
cial paper has averaged 4.89 per cent, whi’ 
the bonds only averaged 4.63 per cent. 

I would say to the country banker: B: 
commercial paper with temporary surplis 
funds because its history amply proves iis 
safety, as a secondary reserve, its maturities 
guarantee that the depositor’s money will be 
ready when and as he calls for it, and the 
interest on it will more than pay the cost 
incident to handling the money. 


Credit Analysis 


(Continued from page 685) 


borrowed funds will be placed is helpful. Is 
such use an adverse or favorable element ? 
Where the use of the borrowed funds pre 
cludes early payment, the necessity of se 
curity may be suggested. Consideration 
may be given to the probability that the 
borrower has been attracted to a new busi 
ness venture by the success of others. Are 
the conditions such that the borrower will 
be likely to succeed also? Has the success 
of the borrower given him a desire to un- 
duly expand? Is the capacity of the bor- 
rower sufficient to afford good team work to 
the amount of credit sought? A bank can 
break any man if it will lend him enough 
money, and any bank may break by not 
restricting the amount of its loans to the 
capacity and assets of its borrowers. The 
limit of the amount which should be bor- 
rowed varies in different individuals. Bor- 
rowers as a class always overestimate their 
ability to profitably use borrowed funds. 

Is the bank to become merely the respon- 
sible partner in a purely partnership ar- 
rangement whereby “heads the borrower 
wins, tails the bank loses?” Is the bor- 
rower already over-extended in a credit 
sense? Does the loan promise to be unduly 
slow? Most bad loans are recruited from 
a class first described as “slow.” Are the 
competitive conditions abnormally adverse 
to the borrower? 

The source of the borrower’s assets, as 
resulting from business ability, gift, in- 
heritance or temporary unusually favorable 
business conditions, is worthy of considera- 
tion. Are the borrower’s assets of a kind 
that mesh with his business activities, or do 
they merely afford the privilege of paying 
taxes upon them? Are they subject to un- 
usual depreciation? Are they of a type that 
requires highly specialized knowledge for 
their successful operation? 

Is the banker’s knowledge of the assets 
founded upon a written statement verified 
by investigation, or merely based on hearsay 
or casual impression? How much of the 
borrower’s assets are exempt? What has 
been his success in increasing his net worth 
over a period of years? What part of his 
reputed assets is really owned by his wife? 
How general is the market for the borrow- 
er’s assets? What is the outlook for the 
increasing or declining market? 
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The Payroll Savings Plan 


BY A. S. MARTIN 


Assistant Cashier, Continental and Commercial Trust and Savings Bank, Chicago 


AVING cannot be made easy, but it 
can be made easier. In the savings 
department of: the Continental and 

Commercial Bank of Chicago we have a 
method which makes it easier to save. We 
call it the payroll savings plan. It is not 
new, but it does produce results, the ulti- 
mate value of which only time can deter- 
mine. 

Obviously the time to save money is when 
one has it, but that is also the time when 
a person is most tempted to spend. When 
a man is “flush,” he is quite likely to spend 
more freely and with less thought of the 
cost than when his money is nearly all gone 
and pay day is three days away. The time 
therefore, to approach the prospective saver 
is on pay day. 

The next biggest obstacle to saving is in- 
ertia. Many people know that they should 
save; they fully intend to save, but the 
bank is several blocks or several miles away, 
and their good intentions fail. 

The payroll savings plan overcomes both 
of these obstacles and in many cases makes 
it easier for people to save. The plan is 
operated as follows: 

The first step is the preparation of a list 
of firms that are likely to be interested. 
This list is usually made up from the com- 
mercial accounts and from such other con- 
tacts as the bank may have. 

After the list has been prepared, a rep- 
resentative of the bank calls upon the proper 
executive and points out to him the advan- 
tages of having his employees save regular- 
ly. Usually it is not necessary to “sell” the 
bank as the corporation is already favorably 
disposed because of its established connec- 
tion. 


HERE is general agreement that the 

employee who has the habit of saving 
is more to be desired than the one who has 
an ungoverned taste for spending. Saving 
brings a feeling of responsibility. A grow- 
ing savings account teaches the saver the 
value of money and the right of private 
property. A saver is not likely to sever 
his connection easily. As the amount in 
his savings account increases, he acquires a 
taste for wealth. This may be expressed 
in the form of a home of his own, an in- 
vestment fund for the protection of his 
family, or numerous other ways. 

If the executive consents to the installa- 
tion of the payroll savings plan, the next 
step is to sell the individual employee. In 
this the cooperation of the employer is 
sought, and always obtained. The employer 
furnishes a list of the employees, with their 
home addresses, when the latter are ob- 
tainable. A letter is sent by the bank to 
each employee on the letterhead of the em- 
ployer and bears the signature of the ex- 
ecutive. This letter is for the purpose of 
informing the employee that his employer 
looks with favor on the plan, and explains, 
in general, how it operates. 

This letter should be sent out so that it 
will reach the employee two or three days 
before his pay day. After the letters have 
been sent a representative of the bank calls 


at the place of employment and talks to the 
employees, either individually or in groups, 
at such times as suit the convenience of the 
employer. The work at this stage is compara- 
tively easy, as the employee already has the 
letter explaining the plan. All that he must 
do is sign an authorization card and a sig- 
nature card. The former authorizes the 
employer to withhold from the pay envelope 
the amount the employee wishes to save each 
pay day, while the latter is the regular sig- 
nature card used by most savings banks. 

The amount that the employee wishes to 
save is optional with him, but he is encour- 
aged to save not less than one dollar a pay 
day. His relationship with the bank is no 
different than it would be if he opened an 
account in the usual way. He may in- 
crease or decrease the amount of his de- 
posit; he may make withdrawals when he 
wishes; or he may close out his account 
entirely. It is a secret arrangement be- 
tween the saver and the bank, as the em- 
ployer has no way of knowing what the 
balance is. The only thing that the em- 
ployer does know is the amount of the 
weekly deposit. He does not know how 
much has been withdrawn, and he has no 
way of knowing what additional deposits 
are made. 


HE representative of the bank turns 

over the authorization cards to the em- 
ployer and brings back to the bank the sig- 
nature cards. These cards are used as rec- 
ords for the opening of the account on the 
books of the bank. Pass books are made 
out with the first deposit entered therein. 
The employer gives out the pass book with 
the pay envelope ard sends one check to 
the bank, covering all of the deposits. The 
pass book is the employee’s first receipt. 

A second letter is inclosed with the pass 
book because this is the time an employee 
is most likely to change his mind. The let- 
ter points out the advantages of regular 
saving and is designed primarily to keep the 
employee interested. 

A few days before each pay day the bank 
makes up duplicate receipts for each ac- 
count and sends both the original and 
duplicate to the employer, who makes the 
deduction from the pay envelope and in- 
serts the duplicate receipt, returning the 
original to the bank. The original is used 
as a deposit ticket, and the proper entries 
are made from it on the books of the 
bank. The deposit ticket is then filed in 
the usual way and is kept as a record of 
the transaction. If an employee has left the 
place of employment or has discontinued 
saving, the employer returns both the orig- 
inal and duplicate to the bank. 

By the payroll savings plan the saver 
is spared the trouble of making trips to 
the bank and the temptation to spend care- 
lessly at the time he has money—pay day— 
is minimized. If he is of the right sort, 
he will continue to save, and as he builds 
up his reserve, careless habits of spending 
are changed. He adopts in their stead habits 
of thrift which make him a valuable em- 
ployee and a responsible citizen. 
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An attractive form of blanket 
protection, where check for- 
gery is not included. 
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United States Fidelity 


and Guaranty 
Company 


Baltimore Maryland 


Resources in excess of $46,000,000 
A branch or agency in every city 


725 
| 
gor? Meu, 
2 SWUNG 
‘ 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Established 1914 


EDUCATIONAL THRIFT 


SERVICE, INC. 


School Savings 
Exclusively 


Supreme 


Woolworth Building 
New York 


Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville Tennessee 


Chicago 
St. Louis 
Detroit 


New York 
Cincinnati 
Knoxville 


Chattanooga 
New Orleans 
Birmingham 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicage 


A leading authority on all forms 
of investments throughout the South 


April, 1926 


The Boomerang in Public Contests 


By W. R. MOREHOUSE 
Vice-President, Security Trust & Savings Bank, Los Angeles 


UBLIC contests often act as a boom- 

erang with a big kick-back, and a 

bank should be wary about exposing 

itself to the almost certain unwel- 
come after-effects. It does not matter much 
what kind of a public contest a bank con- 
ducts—prizes for the best essays, for the 
largest ear of corn, the prize winning pig 
or in contests where it acts as judge or is 
instrumental in selecting the judges—a 
kick-back may be expected if the contest 
is not conducted along conservative and 
well defined lines. 

Usually a contest starts off with enthu- 
siasm and great expectations, and closes with 
a few joyous winners and many disap- 
pointed losers. The reason for this is that 
the average person is a better winner than 
a loser.. If he loses he looks for an alibi; 
if he wins, the contest has his unqualified 
approval. No sooner are the winners an- 
nounced than the air becomes surcharged 
with complaints that the “cards were 
stacked,” the judges partial, and the charge 
that the bank did not give everyone a 
square deal. Even in cases where there 
is little room for doubt as to the winner 
having the lucky number or the correct an- 
swer, there is almost certain to follow in- 
sinuations to the effect that the bank or 
someone in it favored the winner. 


The Inevitable Aftermath 


HAVE never known of a case where a 

bank conducted a public contest, except 
perhaps along very conservative and limited 
lines, that there did not follow some dis- 
satisfaction among the losers. Exceptions 
to this would be in a farming or stock rais- 
ing contest when properly handled, and 
even in such cases there is the inclination 
on the part of the losers to charge that 
the winner of the big ear of corn did not 
grow it, or in case it is a prize pig the 
question is asked, “Where did the winner 
buy the pig?” 

In essay contests on stated subjects among 
high school students, it is a question if the 
danger of misunderstanding and complete 
dissatisfaction is not too great to justify 
a bank taking chances. Nothing increases 
the danger quite so much as to ask high 
school students to write essays on a sub- 
ject with which they are not familiar. Nat- 
urally, in such cases, their essays are 
rambling, incoherent, inconsistent and un- 
intelligible, and of a general character which 
even the best critics in the world would 
have difficulty in judging. To ask the aver- 
age high school student to write an essay on 
banking, a subject he has not previously 
studied, or the value of thrift which he has 
never practiced, is to invite a lot of trouble 
and confusion. 

On one occasion I had the pleasure of re- 
viewing essays written by university stu- 
dents, on the subect of banking; in fact, 
I graded the papers and made an honest 
effort to select the winner. In the main 
these essays were excellent. The English 


was good and the contents interesting. But 
the two glaring mistakes, and I find that 
they are usually made in essay contests, 
were the absence of concentration on the 
topic and a lack of fundamental knowledge 
of the subject. In another essay contest with 
which I am familiar, the winner mentioned 
the subjéct only once, and, in fact, addressed 
his discussion to the subject in only one 
short sentence of an essay of five pages in 
length, yet much to my surprise the judges 
awarded him first prize. Not one person in 
a hundred reading his essay would have sur- 
mised the subject, so much was said in a 
wandering way that dealt with matters en- 
tirely foreign. 


Weighing Value of Publicity 


RANTING that a bank which conducts 

public contests receives considerable 
publicity while the contest is on, it is never- 
theless very doubtful if the real value of 
the publicity offsets the criticisms and com- 
plaints from those who failed to win. A 
public contest usually makes boosters of 
the few winners and knockers of the many 
losers, and it is for this reason that banks 
contemplating the holding of public contests 
should consider the subject from every an- 
gle, its disadvantages as well as its ad- 
vantages. 

Think for a moment! The percentage of 
people today who sincerely believe that pub- 
lic contests are conducted honestly and 
fairly is infinitely small as compared to the 
majority who believe down in their hearts 
that there is always something crooked and 
unfair about contests. To overcome this 
deep seated prejudice is a Herculean task, 
and overcoming it in the case of public con- 
tests by banks is no exception. 

But these objectionable features have been 
overcome to a large degree in some cases, 
and this is how it was done: 

In the first place, the rules of: the contest 
were set forth in terms easily understood, 
in fact, so explicit that anyone reading them 
would know every requirement. The points 
on which the judges based their decision 
were clearly defined. The judges were se- 
lected because they were competent to judge, 
having an intimate knowledge of the subject, 
and no knowledge of whose offering they 
were judging. No person associated with the 
bank was permitted to serve as a judge. 
These were some of the important features 
which made these contests a success. Safe- 
guarded in this way, the objectionable fea- 
tures toa contest are greatly minimized. 
Contests may be used to arouse interest in 
farming, for example, in the growing of 
better vegetables, or in any subject, such as 
banking, thrift, education, but unless worked 
out along definite lines may serve as a 
boomerang. 

It is one of those agencies which a bank 
should use only after having assured itself 
that it can handle it in a manner which will 
secure the largest possible benefits with the 
least possible “kick-back.” 
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Safeguarding Loans 


(Continued from paye 698) 


payments are disbursed by the bank. In 
this way the bank is sure that there will 
be funds to complete the building. For ex- 
ample, suppose that the lot and building are 
appraised for $14,000, the building cost be- 
ing $10,000, and the bank’s loan $7,000. 
The owner will therefore have to furnish 
the lot and $3,000, the bank supplying the 
other $7,000. The first quarterly payment 
f $2,500 will be paid by the owner. When 
the second payment is due, the owner will 
furnish $500, and the bank will disburse 
42,000 of its loan. The third payment of 
$2,500 will be met by the bank, and the 
final payment of $2,500 will also be paid 
by the bank, thirty-five days after notice of 
completion. 

In this way, there is no chance of the 
building being uncompleted, due to the owner 
running short of expected funds, and the 
bank will always be in the position of hav- 
ing funds available to complete the building 
without exceeding its intended loan. 

Another type of building loan is required 
for the alteration of old buildings. Gen- 
erally speaking, great care should be ex- 
ercised in making this type of loan, and 
in most cases they should be avoided. Al- 
teration of old buildings is often unsuccess- 
ful and in most cases costs more than 
original estimates. Preferably, the loan 
should be deferred until the building is 
completed, at which time the appraiser can 
judge of the value of the altered building. 
Where such a loan is made, the bank should 
inquire into the responsibility of the con- 
tractor, should require a bond to be fur- 
nished and determine to what extent the 
proposed alterations will increase the value 
of the building. Very often a large sum 
may be so spent without increasing appre- 
ciably the real value of the building. In 
the case of minor alterations, of course, 
there is little danger involved. 


Compensation for Loans 


U’ is quite apparent that there is a great 
deal of work and care involved in han- 
dling building loans. Where a great number 
of such loans are handled, they will re- 
quire additional help in the loan department 
and will consume a much larger proportion 
of the time of clerks and officers than a 
similar volume of ordinary loans. Until 
recently, little attention was paid to this 
feature of building loans and even now a 
great many banks, in charging loan fees, 
do not make any distinction between build- 
ing loans and ordinary loans. Building and 
loan associations, insurance companies, 
mortgage companies and private loan agen- 
cies have long been accustomed to charge 
substantial commissions for making loans, 
and in the case of building loans their 
charges are usually higher than in ordinary 
loans. 

More recently, a great many banks have 
introduced loan charges, which are in no 
sense commissions, but are intended to com- 
pensate the bank for work performed. A 
few years ago a group of San Francisco 
banks adopted a uniform scale of loan 
charges, graded according to the size of 
the loan, and ranging from a flat charge of 
$5 for a loan of $2,000 and less, to a charge 
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AIR-TIGHT and WATER-TIGHT 


EMARKABLE features in a win- 

dow—and yet what desir- 
The Jackson win- 
dows have them. No weather 
strips or other unsightly de- 
vices are used, yet these win- 
dows in any size are air-tight 
and water-tight when closed 
and will remain so perma- 


able ones! 


nently. 


Their simplicity and efficiency 
make them suitable for bank 
buildings, large or small, 
where strictly reliable win- 
dows are desired. 


Let us send you our Catalogue. 


FEDERAL RESERVE BANK 
BOSTON, MASS. 


R. Clipiton Sturgis, Archite# 
WM. H. JACKSON CO. 
Manufadurers + Established 1827 
331 Carroll St., Brooklyn, New York City 


DAVID LUPTON’S SONS COMPANY 
Distributors + Philadelphia 


JACKSON BRONZE WINDOWS 


of 1/10 of 1 per cent or $1 per thousand 
on larger loans. All of these banks adopted 
a higher scale for building loans, amount- 
ing to an additional charge of $5 to $10 
per building loan. Some few of the banks 
preferred to remain on the old basis of 
$5 per loan, regardless of size or kind. The 
East Bay banks have a somewhat similar 
scale of charges which varies slightly but 
approximates the San Francisco charges 
and which also recognizes the additional 
cost of handling building loans. 

There is another kind of charge which 
is really an invisible charge, which has been 
adopted by many banks. This is derived 
by the practice of charging interest on a 
building loan, either from the date the pa- 
pers are recorded, or, what seems to me a 
more equitable plan, of charging interest 
on the whole loan from the date of the 
first disbursal under the loan. 


Interest Accrues From Time 
First Payment Is Disbursed 


| the latter case, the papers are pre- 
pared and recorded, and when the first 
payment on the loan is disbursed, the entire 
loan is set up and interest accrued. The 
portion to be disbursed is paid over to the 
borrower, and the balance of the loan 
credited to a general ledger account known 
as building loan commitment account. These 
funds are at the disposal of the borrower 
just as soon as his building reaches a cer- 
tain stage of construction. It is exactly the 
same as if the entire loan were disbursed 
to the commercial account of the borrower, 
with the stipulation that it could only be 
withdrawn under certain conditions. The 
building loan commitment is a definite com- 
mitment calling for payment in a reason- 
ably short time, and the bank is entitled 
to receive interest on funds so set aside. 
At the same time this serves to compensate 
the bank for the additional care, labor and 
risk involved in the handling of building 
loans. When the commitment is large, the 
compensation is correspondingly large and 


FEDERAL BURGLAR ALARMS 


are well built. The result of twenty 
years experience. 


RATED GRADE A 


By Underwriters Laboratories. 


BUTTE ELECTRIC & MFG. CO. 
956 Folsom Street SAN FRANCISCO 


proves a very proper source of revenue to 
the bank. 

The great majority of building loans are 
made to builders and others who are en- 
gaged in building and selling for a profit, 
and in such cases there is no difficulty in 
applying this principle. In any particular 
loan, the additional interest charged is small 
and seems a fair charge for services ren- 
dered, and for funds definitely set aside 
for the borrower’s use. 

So far as the bank is concerned, this or 
any other plan of reasonable compensation 
for handling and collecting loans, will insure 
that interest received on loans is a net re- 
turn and will not be subjected to a scaling 
down due to the cost of operating the loan 
department. 


| | 
| 
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Bankers Prefer The 


MAIER PIPE 


The famous Maier Pipe has revo- 
lutionized pipe smoking. Interna- 
tionally famous, for its patented 


Sweet ' aluminum spiral, and tube, 
Smelling which positively give a won- 
That’s why derfully cool, sweet, dry 


the cool, sani- smoke — traps every- 


thing—but smoke. 
“Cleaned in a jif- 
fy—stays sweet.’’ 


N 
has made 
holds friends in 
homes, offices and 
clubs. Sold direct 
to you from factory. 


Money back if not as 


represented. Genuine 
briar, in straight, or 
curved stem, egg shape $3.00 


bowls, and straight stem, 
flat bottom poker shape bowl. 
For personal use, or a prac- 
tical gift, you cannot equal a ‘“‘MAIER.” Send 
for yours today. Booklet on request. 


MAIER PIPE COMPANY, Inc. 
100 Banks Street Charlestown, Md. 
Reference—Farmers Bank—Wilmington, Del. 


New Idea in 
Coin Wrappers 


“Steel-Strong”’ 
Rainbow Wrappers 


N wrap pennies, nickels, 
dimes, quarters and halves —denom- 
ination wrapped is shown by colored 
spiral line on the wrapped package. 

One wrapper wraps five denominations 
Replace your Old Styles with Rainbows 
Sold by all Stationers—Write for Catalog 
The C. L. Downey Co., 


941-943 Clark St., - Cincinnati, Ohio 


Makers of “Steel-Strong” nationally used 
bank supplies for 8 years. 


Postpaid 
U. S. A. 


U. S. HEADQUARTERS 
MAUSER & LUGER Arms 


Illus. Catalog 25c in stamps © 
A. F. STOEGER, /nc. 
224 East 42nd St., New 


Safety Zone 


(Continued from page 702) 


of $150,000,000. If these companies had an 
average borrowing ratio of four to one, 
which would probably be somewhat high, 
their borrowing capacity would be $600,- 
000,000, or a total of capital and borrowed 
money of $750,000,000, which is only half 
of the outstandings without taking into con- 
sideration capital tied up by finance com- 
panies in bank deposits and overdue paper. 
These figures effectively disprove recent 
statements relative to the percentage of busi- 
ness done by a few finance companies. 
From the above it will be apparent that 
the major concern of all branches of the 
automotive industry is to keep unimpaired a 
comparatively large number of automobile 
finance companies. So far automobile paper 
has been sound. The loss ratio has been 
very small, and banks have had satisfactory 
experience with the paper of automobile 


The British Royal Mint 


N this structure that looks somewhat like a wealthy person’s residence, the “bob,” the 
crown and other coins of the realm are struck off for the use of the British public. 
Coins of pronounced numismatic beauty have issued from this money making factory. 


finance companies secured by, or based upon, 
notes given by purchasers of cars. Auto- 
mobile time sales paper under standard terms 
has established a: reputation for soundness 
second to none. 

It has been estimated that 75 per cent of 
the world’s business is done on credit. With- 
out credit the world probably would be rid- 
ing in sedan-chairs instead of automobiles. 
So far as the United States of the present 
day is concerned, the artificial withdrawal 
of credit from the automobile industry 
would be the worst backward step that could 
be taken and immediately would jeopardize 
the prosperity of many other important lines 
of business. What would happen is apparent 
from the following evidences of dependence 
of other lines on the automotive industry. 

The automotive industry uses 84 per cent 
of rubber, 50 per cent of plate glass, 8 per 
cent of copper, 11 per cent of iron and steel, 
65 per cent of upholstery leather, 226,000,- 
000 pounds of cotton fabric, 7,500,000,000 
gallons of gasoline, and furnishes the rail- 
roads 3,040,000 carloads of freight. It is 
also a major factor in the support of fire, 
theft and casualty insurance companies. If 
credit was withdrawn, automobile sales, in 
my judgment, would not exceed 35 per cent 
of production. High wages would be a thing 
of the past, and general prosperity would 
be a memory. 


Requisites for Sound Sales 


ORTUNATELY, most automobile mer- 
chandisers have not encouraged the prac- 
tice which has obtained in some other lines 


of business, of making terms of $1 down and 
50 cents a week for the balance of one’s life. 
Any tendency toward low down payments 
and long time would be the worst thing that 
could happen in the automobile business. 
Where the article itself is relied upon pri- 
marily for security, the soundness of any 
time sale fundamentally is based upon these 
principles: 1. The down payment made by 
the purchaser must be large enough to make 
him feel that he has a real equity in the pur- 
chase and is not merely a renter. 2. The 
maximum time of deferred payments must 
be short enough so that the depreciation of 
the article will not absorb the equity of the 
purchaser or security of the lienholder be- 
fore the last note matures. 

For a number of years automobile finance 
companies have had a fairly well established 
“yardstick” relative to terms of payment. 
This “yardstick” is one-third down, balance 
in twelve equal monthly payments on new 
cars, and 40 per cent down with twelve equal 
monthly payments on used cars. Somewhat 
longer time has been granted in certain lo- 
calities, particularly on the Pacific Coast 
where it is claimed that climatic conditions 
make depreciation slower than in some other 
sections of the country. 

During the past year, due to competition 
among themselves and pressure by certain 
automobile manufacturers, there has been 
a tendency, particularly in a few localities, 
to depart from the usual or standard terms. 
In view of the steadfast sight draft against 
bill of lading policy of the manufacturers, 
the recent position of some of them in advo- 
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cating smaller down payments and longer 
time is inconsistent, to say the least. 

The actions of certain manufacturers in 
this respect have aggravated the dealers’ 
main troubles, which lie in the competitive 
prices which they are forced to bid for old 
cars. The mortality among dealers has been 
largely brought about through lack of judg- 
ment as to this item. In addition to bidding 
for the old car, competition and pressure by 
certain manufacturers recently has forced 
the dealer to bid for the smallest down pay- 
ment and the longest terms. It is obvious 
that excessive competition on terms of pay- 
ment causes excessive competition on financ- 
ing rates, and excessive competition on 
financing rates forces retaliation in other 
directions. Furthermore, the extensive ad- 
vertising of terms of payment sells extreme 
credit and not cash transactions. These 
practices, if extended, will seriously affect 
the favorable loss ratio which has been ex- 
perienced under standard terms of payment. 


An extensive survey completed during 
1924 showed a loss ratio of less than 1/5 of 
1 per cent on aggregate new and used car 
paper amounting to $195,500,000, both with 
and without indorsement of the dealer. It 
should be observed that this survey does not 
show the loss sustained by the dealer. The 
same survey showed the ratio of used car re- 
possession to new car repossessions as two 
to one. Early in 1925 another survey was 
made to show the loss ratio on used car 
paper, both with and without indorsement 
by the dealer. This survey showed a loss 
ratio of little less than 1/6 of 1 per cent on 
used car paper with guaranty and a loss 
ratio of little less than 34 of 1 per cent on 
used car paper without guaranty. In this 
survey roughly 95 per cent of the paper was 
with guaranty and 5 per cent of the paper 
was without guaranty. 

In order to determine the actual effect of 
various departures from standard terms, a 
very comprehensive survey recently has been 
completed. This survey is based upon re- 
ports from approximately 200 finance com- 
panies, which is four times as great a num- 
ber as ever before participated in a survey 
of this character. 

The salient features appear in the table 
appearing at the bottom of the next page. 


Used Car Paper is More 
Hazardous 


S will be seen, used car paper is now 
about 30 per cent in dollars and cents 
of the total retail paper handled by com- 
panies which handle both classes of paper. 
This percentage should be watched and re- 
duced if possible. Fifty per cent of all com- 
panies reporting require indorsement by the 
dealer on 100 per cent of the used car paper 
handled; 44 per cent of the companies re- 
quire indorsement on part of the used car 
paper; that is to say, 94 per cent of the 
reporting companies require partial or full 
indorsement of used car paper. These per- 
centages are only indicative of the general 
practice of finance companies and do not 
represent the true volume of indorsed used 
car paper. Some of the largest purchasers 
of used car paper do not require indorse- 
ment. 
Regardless of whether the dealer does, or 
does not, indorse the paper, so far as the 


Steelcret 
Vaults 


TEELCRETE 
ARMOR MAT has 
solved the vault prob- 
lem—recognized as 
highest protection 
at moderate cost.” 


Send for booklet, 
a “*Protection.’’ 


The Consolidated 
Expanded Metal Companies 


PHILADELPHIA: 1075 Germantown Ave. 
BRADDOCK, PITTSBURGH: Oliver Bldg. 
PA CHICAGO: 1234 W. Washington Blvd. 
" NEW YORK CITY: 103 Park Ave. 


ST. PAUL: 1429 Marshall Ave. 
DETROIT: Majestie Bldg. 
Foreign Sales Office: 
152 West 42nd St., New York City 


The Sterling Mark of Banking 


is the Shawmut Indian—ex- 
pressing cordial and helpful 
relations between customer 
and bank. What the Shaw- 
mut Indian is doing for others 
he can do for you. Why not 
put him to the test? 


THE NATIONAL 


SHAWMUT BANK 


40 WATER STREET BOSTON, MASS. 


BANCO DE PONCE 


PONCE, PORTO RICO 
YOUR EXPORTS TO PORTO RICO 


The volume of your business depends principally on local 
market conditions ruling the commodity and also in a direct 


way by the situation in general. 

When is the right time to increase your sales to Porto Rico? 
When to curtail them? Are collections moving rapidly or 
are being met slowly? 

Only a Bank close to the situation can give efficient service 
and give you such thorough information as will enable you 
to guide your policy in the right direction. 
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Built by Locker Specialists 
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for our four color 
| phantom illustration show- 

ing the latest in locker | 
} construction. 


In Banks where floor space is limited Durabilt 
Compartment Lockers provide maximum ca- 
pacity for the efficient storage of employes’ 
clothing. 


Each compartment is equipped with a lock that 
is masterkeyed. The keys furnished for the 
small (hat) compartment will open only the 
one small compartment for which they are in- 
tended and the large (coat) compartment. 


Durabilt Compartment Lockers, either 6, 7 or 
8 party can be placed in either single row or 
back-to-back arrangements. 


better built than Durabilt! 


For further information, prices, and descriptive litera- 
ture either phone our nearest Sales Representative or 
write us direct at Aurora. 


DURABILT STEEL LOCKER CO. 


435 ARNOLD AVE., AURORA, ILL. 


Sales Offices in all Principal Cities 


Durabilt Seven Compartment Lockers 


Recent Bank Orders 
Bank of Enfield, N. C. 
Chester National Bank Chester, Pa. 
Kingston Trust Co Kingston, N. Y. 
Hudson Savings Bank...Jersey City, N. J. 
Federal Reserve Bank.......Louisville, Ky. 
First American Bank..\W. Palm Beach, Fla. 


retail customer is concerned there are cer- existence. Paper calling for more than In my opinion, special paper should not ex- 


tain hazards which must be assumed by some 
one. No retail customer can reasonably ob- 
ject to paying a rate which covers actual 
cost of getting the business, cost of credit 
investigation, cost of collection, insurance 
premiums, proper reserve for actual losses 
and a reasonable net profit. If this theory is 
correct, finance companies should not em- 
ploy two sets of rates that the user should 
pay for the same service and hazards. 
Assuming that twelve equal monthly pay- 
ments and one-third down on new cars and 
40 per cent down on used cars constitutes 
standard terms, it will be interesting to 
know the extent of special paper now in 


twelve equal monthly payments is now 18% 
per cent of total paper handled, and paper 
with a down payment of 23 per cent or 
less on new cars and 35 per cent or less on 
used cars is 19% per cent of total paper 
handled. This does not imply that more 
than 37 per cent of all paper is special. In 
most cases where paper is special in one re- 
spect it is also special in the other particular. 
In any event there is, in my opinion, too 
much special and unusual paper being han- 
dled for the good of the automobile financ- 
ing business. If the situation is firmly taken 
in hand by representative finance companies 
and dealers, no serious results should ensue. 


ceed 15 per cent of the paper handled. 

It is gratifying to say that the tendency to 
deviate from sound credit terms has ap- 
parently passed the peak, and there seems 
to be a disposition at present upon the part 
of both dealers and finance companies to 
keep terms within safe limits. If this situa- 
tion is not upset by excessive competition 
among manufacturers, bankers throughout 
the United States undoubtedly will continue 
to loan large sums of money to prudently 
managed finance companies, so that a large 
production of automobiles may be continued 
and the general prosperity of the nation pro- 
moted. 


Tabulation of Average Experiences Based on One Year’s Record of Many Automobile Finance Companies 


Losses on Repossessed Cars 


—Completed Nov. 1, 1925 
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